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PART

INFORMATION SENT TO SECURITY HOLDERS

Item Home Jurisdiction Documents

Notice of Meeting

Explanatory Statement

Item Informational Legends

The required legend is included in prominent portions of the Explanatory Statement

PART 11

INFORMATION NOT REQUIRED TO BE SENT TO SECURITY HOLDERS

Not Applicable

PART III

CONSENT TO SERVICE OF PROCESS

written irrevocable consent and power of attorney on Form F-X has been filed by lAG Finance

New Zealand Limited concurrently with the filing of this Form CB

Any change in the name or address of the agent for service of process of lAG Finance New Zealand

Limited shall be promptly communicated to the Securities and Exchange Commission by an amendment to

the Form F-X

PART IV

After due inquiry and to the best of my knowledge and belief certif that the information set forth in this

statement is true complete and correct

lAG FINANCE NEW ZEALAND

Date October 26 2009 /sf Glenn Revell

Name Glenn Revell

Title Company Secretary
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PART IV

After due inquiry and to the best of my knowledge and belief certif that the information set forth in this

statement is true complete and correct

lAG FINANCE NEW ZEALAND
LIMITED

Date October 262009

Name Glenn Revell

Title Coinpan Secretary



FOR THE PROPOSED AMENDMENT OF THE TERMS
OF RESET EXCHANGEABLE SECURITIES RES
ISSUED BY lAG FINANCE NEW ZEALAND LIMITED IN JANUARY 2005

lAG Finance New Zealand Limited ABN 97 111 268 243

through its New Zealand branch wholly-owned subsidiary of

insurance Australia Group Limited ABN 60 090 739 923

RES are unsecured notes for the purposes of section 283BH of the Corporations Act

If the Amendments are approved the Amended RES will also be unsecured notes

for the purposes of section 283BH of the Corporations Act

lAG



KEY DATES

Announcement of the proposed Amendments 23 October 2009

Notice of Meeting and this Explanatory Statement sent November 2009

to RES Holders

Record date to determine RES Holders who are eligible December 2009

to vote

Last date to lodge proxy vote or notify of appointment 4.OOpm

of attorney or corporate representative December 2009

RES Holder Meeting Date 4.OOpm
December 2009

Amendment Date if approved 15 December 2009

First Reset Date under the Amended RES Terms if approved 16 December 2019

DATES MAY CHANGE

These dates are indicative only and may change The Issuer may elect to postpone the RES Holder

Meeting Date or to withdraw the Amendments at any time before the RES Holder Meeting Date Any

variations to these dates may be subject to ASX approval

QUOTATION OF RES

The Existing RES are currently quoted on ASX under the code lANG The Amendments will not affect

the quotation of the Amended RES on ASX

PROXY VOTES AND APPOINTING AN ATTORNEY OR CORPORATE REPRESENTATIVE

Proxy votes and any authority appointing an attorney or corporate representative will only be accepted

prior to 4.OOpm on December 2009 There is Proxy Form accompanying this Notice of Meeting You

can also obtain copy of this Notice of Meeting on the lAG website at www.iag.com.au/res or arrange

for copy of this document and Proxy Form to be sent to you by calling the RES Infomiatlon Line on

1300 666 635 if calling from within Australia 613 9415 4210 from outside Australia Monday to

Friday 8.3Oam5.3Opm

DEFINED WORDS AND EXPRESSIONS

Some words and expressions used in this Notice of Meeting have defined meanings The Glossary in

Appendix of the Explanatory Statement defines these words and expressions Some defined terms

have different meanings in respect of the Existing RES Existing Preference Shares Amended RES and

Amended Preference Shares see the Glossary in Appendix reference to time in this Notice

of Meeting is to Sydney time unless otherwise stated reference to A$ AUD dollars and cents

is to Australian currency unless otherwise stated

lAG NOTICE OF MEETING



NOTICE OF MEETING

Notice is given that meeting of Reset Exchangeable Securities

RES holders RES Holders will be held

Date Wednesday December 2009

Time 4.OOpm

Venue Hilton Sydney 488 George Street Sydney NSW 2000

The RES Holder Meeting is convened to consider and vote on the

proposed Amendments which are described in the accompanying

Explanatory Statement and are marked in the Amended Terms

proposed in Appendices and to the Explanatory Statement

It is intended that the following Special Resolution be proposed

at the RES Holder Meeting

ITEM OF BUSINESS

Resolution Amendment of the Trust Deed

To consider and if thought fit to pass as Special Resolution

That the trust deed executed by lAG Finance New Zealand

Limited Insurance Australia Group Limited lAG Portfolio Limited

and Trust Company Fiduciary Services Limited formerly known

as Permanent Trustee Company Limited on 20 November 2004

as amended Trust Deed be amended and restated on and from

15 December 2009 in the manner described in the Explanatory

Statement accompanying this Notice of Meeting including

the amendment of the termsof the existing RES issued under

that Trust Deed which are set out in Schedule to the Trust

Deed by the deletion of the words marked as struck out and

the addition of the words marked in underline as set out in

Appendix of the Explanatory Statement and

the amendment of the terms of the existing Preference

Shares which are set out in Schedule to the Trust Deed

by the deletion of the words marked as struck out and the

addition of the words marked in underline as set out in

Appendix of the Explanatory Statement

and that the Trustee be directed to make amendments to the

Trust Deed and to execute such documents as may be necessary

or desirable to give effect to this Resolution

Recommendation

The Directors recommend that you vote in favour of this resolution

ABOUT VOTING

RES Holders eligible to vote

As determined by the Board of Directors and in accordance with the

Trust Deed in respect of the Existing RES only RES Holders who are

recorded on the Register seven calendar days prior to the RES

Holder Meeting will be eligible to vote at the meeting

Proxies

RES Holder who is entitled to attend and cast vote at the RES

Holder Meeting an eligible RES Holder has right to appoint

proxy to attend and vote instead of the RES Holder and may specify

the proportion and number of votes which the proxy is appointed to

exercise The proxy need not be RES Holder

If the eligible RES Holder submits Proxy Form but does not

nominate proxy it will be taken to be default nomination of the

Chairman of the RES Holder Meeting as proxy

If an eligible RES Holder appoints the Chairman of the RES Holder

Meeting or another Director as proxy and does not direct the

Chairman of the RES Holder Meeting or other Director how to vote

on the item of business the Chairman of the RES Holder Meeting

or other Director will vote in favour of the proposed resolution set

out in the Notice of Meeting

proxys authority to speak and vote at the RES Holder Meeting

is suspended while the RES Holder appointing that proxy is present

at the RES Holder Meeting unless that RES Holder has elected not

to suspend the proxys appointment

To be valid all Proxy Forms must be received by the Registry

Computershare Investor Services Pty Limited at Level

60 Carrington Street Sydney NSW 2000 prior to 4.00 pm
December 2009 Proxy Deadline

Proxy forms may be submitted in either of the following ways

by post in the pre-addressed envelope provided Please

allow sufficient time so that it reaches Computershare

Investor Services Pty Limited by the Proxy Deadline

by facsimile to Computershare Investor Services Pty Limited

on 61 9473 2555 Any Proxy Form sent by facsimile must

be received by the Proxy Deadline or

by hand delivery to Corn putershare Investor Services Pty

Limited at Level 60 Carrington Street Sydney NSW

2000 by the Proxy Deadline

You can obtain copy of your Proxy Form by calling the RES

Information Line on 1300 666 635 if
calling

from within Australia

61 9415 4210 from outside Australia Monday to Friday

8.3Oam5.3Opm

Corporate representatives

corporate eligible RES Holder wishing to appoint person to

act as its representative at the RES Holder Meeting may do so

by providing that person with

letter or certificate authorising him or her to act as the

companys representative executed in accordance with

the companys constitution or

copy of the resolution appointing the representative

certified by secretary or director of the corporate

RES Holder

Power of attorney

If an eligible RES Holder has appointed an attorney to attend and

vote at the RES Holder Meeting or if Proxy Form is signed by an

attorney the power of attorney or certified copy of the power of

attorney must be received by the Registry Computershare Investor

Services Pty Limited by the Proxy Deadline unless this document

has been previously lodged with the Registry for notation

Powers of attorney may be submitted by post or by hand delivery

to Computershare Investor Services Pty Limited Level

60 Carrington Street Sydney NSW 2000 by the Proxy Dealine

AdditIonal information

This Notice of Meeting and the proposed resolution should be

read in conjunction with the Explanatory Statement including

Appendices to the Explanatory Statement key dates and how to

vote instructions which accompany this Notice of Meeting If

you would like any further information regarding the RES Holder

Meeting please contact the RES Information Line on 1300 666 635

if calling from within Australia 61 9415 4210 from outside

Australia Monday to Friday 8.3Oam5.3Opm or visit the lAG

website at www.iag.com.au/res

Dated 23 October 2009

By order of the board of Directors

Glenn Revell

Company Secretary



HOW DO YOU VOTE ON THE PROPOSED AMENDMENTS

READ Read this Notice of Meeting and the Explanatory Statement In full paying particular attention to

the answers to key questions in Section of the Explanatory Statement

the comparison of Amended RES Terms and the Amended Preference Share Terms on pages to of the Explanatory

Statement the Amended RES Terms are set out in full in Appendix and the Amended Preference Share Terms are set out in

full in Appendix and

the investment risks in Section of the Explanatory Statement

CONSIDER Consider all risks and other InformatIon about the proposed Amendments in light of your particular investment objectives and your

AND CONSULT circumstances

You should consult your accountant stockbroker lawyer or other professIonal adviser if you are uncertain about how you should

vote on the proposed Amendments

EFFECT OF You will be subject to the outcome of the vote regardless of whether or not you have voted If the resolution is passed you will be

NOT VOTING bound by the Amendments even if you voted against them or if you did nothing If the resolution is not passed the Amendments will

not take effect even if you voted in favour of them If you choose to do nothing there is risk that the outcome of the vote may not

accord with your view on the proposed Amendments

ATTENDANCE in person

OPTIONS An eligible RES Holder may attend in person the RES Holder meeting on December 2009 to be held at Hilton Sydney 488 George

Street Sydney NSW 2000 commencing at 4.OOpm

Proxy

An eligible RES Holder has right to appoint one proxy to attend and vote instead of the RES Holder The proxy need not be RES

Holder and may be corporation and any corporation so appointed may then nominate an individual to exercise its powers at the

RES Holder Meeting RES Holder may specify the proportion or number of votes which the proxy is appointed to exercise If the RES

Holder submits Proxy Form but does not nominate proxy it will be taken to be default nomination of the Chairman of the

RES Holder Meeting as proxy

If RES Holder appoints the Chairman of the RES Holder Meeting or another Director as proxy and does not direct the Chairman of

the RES Holder Meeting or other Director how to vote on the proposed Amendments the Chairman of the RES Holder Meeting or

other Director will vote in favour of the proposed Amendments set out in the Explanatory Statement

proxys authority to speak and vote at the RES Holder Meeting is suspended while the RES Holder appointing that proxy is present

at the RES Holder Meeting unless that RES Holder has elected not to suspend the proxys appointment

Corporate representatives

corporate eligible RES Holder wishing to appoint person to act as its representative at the RES Holder Meeting may do so by

providing that person with

letter or certificate authorising him or her to act as the companys representative executed in accordance with the companys

constitution or

copy of the resolution appointing the representative certified by secretary or director of the corporate eligible RES Holder

Power of attorney

If RES Holder has appointed an attorney to attend and vote at the RES Holder Meeting or if the Proxy Form is signed by an attorney

the power of attorney or certified copy of the power of attorney must be received by the Registry Computershare Investor Services

Pty Limited by the Proxy Deadline unless this document has been previously lodged with the Registry for notation

POWERS OF ATTORNEY MAY BE SUBMITTED BY POST OR BY HAND DELIVERY TO COMPUTERSHARE INVESTOR SERVICES PTY

LIMITED LEVEL 60 CARRINGTON STREET SYDNEY NSW 2000 BY THE PROXY DEADLINE

ELIGIBILITY If at 7.OOpm on December 2009 you are registered holder of any ExIstIng RES then you are elIgible to vote on the proposed

TO VOTE Amendments

MAIL FAX OR if you wish to appoint proxy to vote at the RES Holder Meeting on your behalf you will need to mail fax or hand deliver your

DELIVER signed and completed Proxy Form to the Registry Computershare investor Services Pty Limited

by mall by hand delivery

Reply Paid 2175 Level 60 Carrington Street

Melbourne VIC 8060 Sydney NSW 2000

by fax to 61 9473 2555

Your completed Proxy Form must be received by the Registry prior to 4.OOpm December 2009

To answer any questions on how to vote visit www.iag.com.au/res or call the RES information Line on 1300 666 635

if calling from within AustralIa 613 9415 4210 from outside AustralIa Monday to Friday 8.3Oam5.3Opm

AG NOTICE OF MEETING



JIAG
Insurance Australia Group

Mark this box with an if you have made any changes to
your address details

lAG Finance New Zealand Limited

Proxy Form

Please mark to indicate your directions

At the Meeting of holders of Reset Exchangeable Securities RES Holders issued by lAG Finance New Zealand
Limited RES Holder Meeting to be held at the Hilton Sydney 488 George St Sydney NSW 2000 on Wednesday

December 2009 at 400pm and at any adjournment of that meeting being RES Holder I/we direct the following

PLEASE NOTE Leave this box blank if you have

selected the chairman of the Meeting Do not insert

your own names

the Chairman

of the Meeting ______________________________________________________

or failing
the individual or body corporate named or if no individual or body corporate is named the Chairman of the RES

Holder Meeting as my/our proxy to act generally at the RES Holder Meeting on my/our behalf and to vote in accordance with the

following directions or if no directions have been given as the proxy sees fit

PLEASE NOTE If you mark the Abstain box you are directing your proxy not to vote on your behalf on
1em usiness

poll and your votes will not be counted in computing the required majority

To be valid for the RES Holder Meeting your proxy form must be received by 4pm on

Monday December 2009 ot

Resolution Amendment of the Trust Deed

To consider and if thought fit to pass as Special Resolution

That the trust deed executed by AG Finance New Zealand Limited Insurance Australia Group Limited AG Portfolio

Limited and Trust Company Fiduciary Services Limited formerly known as Permanent Trustee Company Limited

on 20 November 2004 as amended Trust Deed be amended and restated on and from 15 December 2009 in the

manner described in the Explanatory Statement accompanying this Notice of Meeting including

the amendment of the terms of the existing RES issued under that Trust Deed which are set out in Schedule

to the Trust Deed by the deletion of the words marked as struck out and the addition of the words marked in

underline as set out in Appendix of the Explanatory Statement and

the amendment of the terms of the existing Preference Shares which are set out in Schedule to the Trust

Deed by the deletion of the words marked as struck out and the addition of the words marked in underline as set

out in Appendix of the Explanatory Statement

and that the Trustee be directed to make amendments to the Trust Deed and to execute such documents as may be

necessary or desirable to give effect to this Resolution

The Chairman of the RES Holder Meeting intends to vote undirected proxies for this resolution

101323.V20 omputershare

STEP Indicate Who will Cast your Vote Select one option only

Appoint Proxy to Vote on Your Behalf I/We hereby appoint

xx

STEP

SIGN Signature of RES Holders This section must be completed

Individual or RES Holder RES Holder

Sole Director and Sole Company Secretary Director

Contact

Warns

Contact

Daytime

Telephone

RES Holder

Director/Company Secretary

Date

AN 101 323A



How to lodge Proxy on the Item of Business
All your RES will be voted in accordance with your directions

Appointment of Proxy

Appointing proxy You are entitled to appoint proxy to attend the RES Holder Meeting and vote 100% of your securities on your

behalf Direct your proxy how to vote by marking one of the boxes opposite the item of business If you do not mark box your proxy

may vote as they choose If you mark more than one box your vote will be invalid unless you wish to split your vote as outlined below

Voting 100% of your holding Direct your proxy how to vote by marking one of the boxes opposite the item of business If you do not

mark box your proxy may vote as they choose If you mark more than one box on an item your vote will be invalid

Voting portion of your holding Indicate portion of your voting rights by inserting the percentage or number of securities you wish

to vote in the For Against or Abstain box or boxes The sum of the votes cast must not exceed your voting entitlement or 100%

proxy need not be RES Holder

Signing Instructions

Individual Where the holding is in one name the RES Holder must sign

Joint Holding Where the holding is in more than one name the joint RES Holder first named on the Register or if the first named

RES Holder does not vote the next named RES Holder or if that person does not vote the next RES Holder and so forth may exercise

the voting rights of the jointly held RES

Power of Attorney If you have not already lodged the Power of Attorney with the registry please attach certified photocopy of the

Power of Attorney to this form when you return it

Companies Where the RES are owned by company that has Sole Director who is also the Sole Company Secretary this form

must be signed by that person If the company pursuant to section 204A of the Corporations Act 2001 does not have Company

Secretary Sole Director can also sign alone Otherwise this form must be signed by Director jointly with either another Director or

Company Secretary Please sign in the appropriate place to indicate the office held

Attending the RES Holder Meeting
You or your proxy should bring this form to the RES Holder Meeting to assist registration If representative of corporate RES Holder

or proxy is to attend the meeting you will need to provide the appropriate Certificate of Appointment of Corporate Representative prior

to admission form of the certificate may be obtained from Computershare or online at www.computershare.com

If having duly appointed proxy you attend the RES Holder Meeting in person your proxys authority to speak and vote at the

RES Holder Meeting is suspended while you are present at the RES Holder Meeting unless you have elected not to suspend the

proxys appointment

Comments Questions If you have any comments or questions for the company please write them on separate sheet of paper

and return with this form

Lodgement of Proxy Form
This Proxy Form and any Power of Attorney under which it is signed must be received at an address given below no later than

48 hours before the RES Holder Meeting as shown on the front of this form Any Proxy Form received after the close off will not be

valid for the scheduled meeting

Documents may be lodged using the pre addressed envelope or

IN PERSON Registry Computershare Investor Services Pty Limited Level 60 Carrington Street Sydney

NSW 2000 Australia

BY MAIL Registry Computershare Investor Services Pty Limited Reply Paid 2175 Melbourne VIC 8060 Australia

BY FAX 61 9473 2555

INTERMEDIARY ONLINE USERS ONLY www.intermediaryonline.com

If you require further information on how to complete the Proxy Form please call Computershare Investor Services Pty Limited on

1300 666 635 or 61 394154210 if calling from outside Australia

101323- V12



EXPLANATORY STATEMENT

FOR THE PROPOSED AMENDMENT OF

THE TERMS OF RESET EXCHANGEABLE SECURITIES RES
ISSUED BY lAG FINANCE NEW ZEALAND LIMITED IN JANUARY 2005

lAG Finance New Zealand Limited ABN 97 111 268 243

through its New Zealand branch wholly-owned subsidiary of

Insurance Australia Group Limited ABN 60 090 739 923

RES are unsecured notes for the purposes of section 283BH of the Corporations Act

If the Amendments are approved the Amended RES will also be unsecured notes

for the purposes of section 283BH of the Corporations Act

JIAG
lnsurn Autrdl



IMPORTANT NOTICES

IMPORTANT INFORMATION

This document is important and requires your

immediate attention It is important that you

read the Notice of Meeting and this

Explanatory Statement in their entirety
before

making any decision to vote on the proposed

Amendments In particular it is important

that you consider the risk factors that could

affect the financial performance of the

Group and the potential risks associated with

holding the Amended RES see Section

for investment risks you should consider

NO OFFER OR INVITATION

This Explanatory Statement and the Notice

of Meeting do not constitute any offer to

issue or sell securities nor do they represent

an invitation to apply for securities to any

person in any jurisdiction that is capable of

individual acceptance by any person For an

explanation of the effect of the proposed

Amendments see Sections and

DEFINED WORDS AND EXPRESSIONS

Some words and expressions used in this

Explanatory Statement have defined

meanings The Glossary in Appendix

defines these words and expressions

Some defined terms have different meanings

in respect of the Existing RES Existing

Preference Shares Amended RES and

Amended Preference Shares see the

Glossary in Appendix reference to time

in this Explanatory Statement is to Sydney

time unless otherwise stated reference

to A$ AUD dollars and cents is to

Australian currency unless otherwise stated

DISCLAIMERS

This Explanatory Statement is issued by

the Issuer No representation or warranty

express or implied is made as to the

fairness accuracy completeness or

correctness of any information opinions and

conclusions contained in this Explanatory

Statement Except as required by law and

only to the extent so required neither the

Issuer lAG any other member of the Group

nor any of their respective directors officers

employees intermediaries or advisers

accepts any liability for any loss arising from

the use of this Explanatory Statement or its

contents or otherwise arising in connection

with it including without limitation any

liability arising from fault or negligence on

their part Without limiting the foregoing

the Issuer and lAG and their respective

directors officers and employees take no

responsibility for Sections Taxation letter

or Independent Experts Report of this

Explanatory Statement No person is

authorised to provide any information or to

make any representations in connection with

the proposed Amendments which is not

contained in this Explanatory Statement

Any information or representations not

contained in this Explanatory Statement

may not be relied upon as having been

authorised by the Issuer or lAG in connection

with the proposed Amendments

Except as required by law and only to the

extent so required none of the Issuer lAG

any other member of the Group or any other

person warrants the future performance of

the Issuer lAG or the Group or any return on

any investment made in connection with the

Existing RES the Amended RES Ordinary

Shares nor if issued the Existing

Preference Shares or Amended Preference

Shares The pro forma financial information

provided in this Explanatory Statement is not

forecast of operating results of the Issuer

lAG or the Group to be expected in future

periods Except as may be required by law or

the ASX Listing Rules neither the Issuer

lAG their respective directors nor any other

person accepts any responsibility to update

or revise any of the information in this

Explanatory Statement including any

forward looking information

copy of this Explanatory Statement has

been lodged with ASX Neither ASX nor any

of its officers takes any responsibility for the

contents of this Explanatory Statement

NO INVESTMENT ADVICE

This Explanatory Statement and the Notice of

Meeting do not provide investment advice

you should seek your own professional

investment advice The proposed

Amendments do not take into account your

particular investment objectives financial

situation and particular needs including

financial and taxation issues as an investor

You should carefully consider the information

in this Explanatory Statement including the

risk factors in Section in light of your

particular investment objectives financial

situation and particular
needs including

financial and taxation issues and seek

professional advice from your accountant

stockbroker lawyer or other professional

adviser before deciding on how to vote on the

proposed Amendments Notwithstanding

recommendation provided in this Explanatory

Statement you should make your own voting

decision based on your own enquiries

NO OFFER DOCUMENT

This Explanatory Statement is not

prospectus or other offering document

under Australian law or the laws of any other

jurisdiction nor does it form part of any

contract for acquisition of securities of the

Issuer or JAG This Explanatory Statement

does not purport to contain all the information

that prospective investor may require in

evaluating possible investment in any

securities nor does it contain all the

information which would be required in

prospectus prepared in accordance with

the requirements of the Corporations Act

It should be read in conjunction with the

other periodic and continuous disclosure

announcements to ASX of the Issuer and lAG

FOREIGN JURISDICTIONS

The distribution of this Explanatory

Statement and the Notice of Meeting

including an electronic copy in jurisdictions

outside Australia may be restricted by law If

you come into possession of this Explanatory

Statement and/or the Notice of Meeting in

jurisdictions outside Australia then you

should seek advice on and observe any

such restrictions If you fail to comply with

such restrictions that failure may constitute

violation of applicable securities laws

This Explanatory Statement and the Notice

of Meeting are subject to Australian meeting

disclosure requirements Any financial

information provided in this Explanatory

Statement is presented in abbreviated form

Australian financial reporting and disclosure

requirements may differ from requirements

under other jurisdictions No action has been

taken to register or qualify the Existing RES

or the proposed Amendments in any

jurisdiction In particular neither the Existing

RES nor the Amended RES have been or will

be registered under the U.S Securities Act

of 1933 as amended SecurItIes Act or

the securities laws of any state or other

jurisdiction of the United States and

accordingly such securities may not be

offered issued sold resold or transferred in

the United States unless an exemption from

registration under the Securities Act and

such other securities laws is available See

Important Notice to U.S Securityholders

in Section 7.8

TRUSTEE

The Trustee has had no involvement in the

preparation of any part of this Explanatory

Statement other than particular references

to the Trustee and the Trust Deed The

Trustee expressly disclaims and takes no

responsibility for any other part of this

Explanatory Statement It makes no

statement in this Explanatory Statement

and has not authorised or caused the issue

of it The Trustee does not guarantee the

payment of any Interest Payment or Dividend

RECOURSE TO lAG

If the proposed Amendments are approved

and implemented lAG will not guarantee

payments in respect of Amended RES and

will have no obligations in respect of

Amended RES other than its obligation to

issue Amended Preference Shares upon

an Exchange and to comply with certain

distribution restrictions which apply upon

non-payment of Interest Payments

The Amended RES will otherwise be

obligations of the Issuer

DATE

This Explanatory Statement is issued by the

Issuer and is dated 23 October 2009
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CHAIRMANS LEVIER

23 October 2009

DEAR RES HOLDER

On behalf ofthe Directors of lAG Finance New Zealand Limited Issuer lam pleased to invite you to consider and vote on proposal to

amend the terms of your Reset Exchangeable Securities RES
As the existing reset date for the RES of 15 March 2010 approaches lAG and the Issuer have considered their respective options

regarding the RES Under the existing terms lAG has right to exchange the RES into Preference Shares at anytime at the existing

margin of 1.20% over the Bank Bill Rate

As an alternative the Issuer is proposing package of amendments to the existing terms of the RES and underlying Preference Shares in

way which balances the interests of RES holders the Issuer and the Group

Under the proposal while many existing RES terms would be retained key amendments would result in the following

The amended RES would offer holders an increased margin of 4.00% over the Bank Bill Rate up from the current 1.20% margin

The amended RES would be brought onto the Groups balance sheet and qualify as regulatory capital rather than contingent capital

This strengthens the Groups capital position and supports its credit rating lAG believes this is prudent given the ongoing

uncertainty in financial markets and

The amended RES would cease to be secured by the existing investment portfolio The funds currently invested in the portfolio would

be made available to the Group to invest in accordance with its investment mandates This would provide the Group with flexibility

around future funding requirements

The Issuer will not redeem or convert the RES on the existing reset date on 15 March 2010

Rather if the proposed Amendments are not approved lAG will exercise its right to exchange the RES into Preference Shares by

15 March 2010 Under the existing Preference Share terms holders would have lower margin of 1.20% over the Bank Bill Rate and no

redemption or conversion right In contrast under the terms of the amended RES holders would have higher margin of 4.00% and the

ability to request conversion at the new reset date in December 2019

The Directors consider that on balance it is in the best Interests of RES holders to approve the proposed Amendments as they would

be better off holding the amended RES rather than holding the existing Preference Shares

The Directors view is supported by an Independent Expert who has concluded that having regard to the advantages disadvantages

and other considerations of the proposed Amendments as well as the Implications if the Amendments are not approved the proposal

Is In the best interests of RES holders

Standard Poors SP has indicated the amended RES will retain the current SP credit rating

You have the opportunity to vote on this proposal at meeting of RES holders on December 2009 The Directors encourage you to

participate in the vote and recommend you read the full details on the proposal and how to participate in this booklet and the

accompanying Notice of Meeting

For more information please visit www.iag.com.au or contact the RES Information Line on 1300 666 635 if calling from within Australia

61 9415 4210 from outside Australia Monday to Friday 8.3Oam5.3Opm If you are unsure about what action you should take

encourage you to consult an accountant stockbroker lawyer or other professional adviser

The Directors recommend that you vote in favour of the proposed Amendments

Yours faithfully

4P9
James Strong

Chairman



COMPAFUN EXSTNG RE WffH AMENDED RL
AND EXSflNG PREFERENCE SHARE WITH AMENDED
PREFERENCE SHARES

You are invited to consider and vote on proposal to amend the Exisbng RES Terms and Existing Preference Share Terms The tables

below compare the key features of the Existing RES with the Amended RES and the key features of the Existing Preference Shares with

the Amended Preference Shares These comparisons are not intended to be exhaustive and you shou review the Amended RES Terms

thow II compared to tie Existing RLS Terms which are set out in full in Appendix ano the Amended Preference Share

Term howin all changes compared to the Existing Preference Share Terms which are set out in ful in Appendix
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Existing RES and Amended RES will be Exchanged into Existing Preference Shares or Amended Preference Shares as applicable in certain

circumst nces he following table compares the key features of the Lxisting Pi eference Shares and Amended Preference Shares
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This Section answers some key questions you may have about the

proposed Amendments
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for the issuer and

lAG if the proposed

Amendments are not

approved

116 Do RES Holders

need to pay anything

further for their Existing

RES to be governed by the

Amended RES Terms

1t7 Will the Amended

RES be new security or

the same security as the

Existing RES

118 What lathe

independent Experts

conclusion

If the proposed Amendments are approved the Amended tIES and Amended Preference Shares

if issued will qualify as Innovative Tier Capital for regulatory purposes aad SP will classify

the Amended tIES as hybrid capital having iatermediate equity content for the Groups rating purposes

The Amended RES will strengthen the Groups regulatory capital position with its minimum capital

requiremeat MCR multiple increasing from 119 at 30 June 2009 to 203 on pro forma basis

Accordingly the Group will beaefit from the approval of the proposed Amcadments

Even though the Amended tIES will
qualify as Innovative Tier Capital not all of the Amended RtS will

count towards the Groups Innovative Tier Capital on the Ameacimeat Data due to the current limit

on the Groups Innovative tier Capital capacity The surplus portioa of the Amended RE Swill initially

count towards the Groups Upper Tier Cap tal and will be treated as Innovative Tier Capital whea

there is additional capacity

If the proposed Ameadmeats are not approved then lAG will exercise its right under the bxistiag tIES

Terms to Exchaage the Existing tIES iato Existing Preference Shares by lb March 2010

The Existing Preference Shares will qualify as Innovative tier Capital for regulatory purposes

and SP will classify the Existiag Preference Shares as hybrid capital haviag intermediate equity

content for the Groups rating purposes

If the Existing Preference Shares are issued the Groups regulatory capital pos boa will strengthen

with its MCR multiple Increasing from at 30 June 2009 to 203 on pro forma basis

Even though the Existing Preference Shares will qualify as Innovative Tier Capital not all of

the Existing Preference Shares will count towards the Groups Innovative Tier Capital following

Exchange due to the current limit on the Groups Innovative Tier Capital capacity The surplus

portion of the Existing Preference Shares will initially count towards the Groups Upper Tier Capital

and will be treated as Innovative tier Capital whoa there is additional capacity

No If the Amendments are approved Existing tIES will be governed by the Amended tIES Terms

without any further action on tIES Holders part tIES Holders do not need to pay anything further

The Amendment process does not involve the cancellation of the Existing tIES or the issucace of the

Amended tIES in replacement

The security will remain outstanding at all times cad be amended under the amendment powers in the

Existing tIES Terms and the Trust Deed

The Independent Expert has concluded that in its opinion having regard to the advaatages

disadvantages and other considerations of the proposed Amendments as well as toe implications if

the Amendments are not approved the proposed Amendments are in the best interests of tIES Holders

You should read the Independent Experts report in full which is in Section Gof this Explanatory

Statement
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1.3.3 How will the first If the proposed Amendments are approved the new RES Margin will take effect from and including

Interest Payment on the Amendment Date All Interest Payments after the Amendment Date will be paid according

the Amended RES to the Amended RES Terms

be calculated
The Interest Payment on 15 December 2009 will be the amount announced by the Issuer

on 15 September 2009 under the Existing RES Terms

1.3.4 How will Currently each Interest Payment on the Existing RES is subject to

the Interest Payment the Distributable Portfolio Income Amount and

Tests change
either or both of the following being satisfied

there being distributable profits in lAG in an amount equal to or greater than the

aggregate Interest Payment due on all Existing RES or

lAG has paid dividend on any class of its capital in the period of 12 months before

the relevant Interest Payment Date

To allow the Amended RES to qualify as Innovative Tier Capital these tests will change so that

each Interest Payment on the Amended RES will be subject to

the Directors not having passed resolution which they may pass in their absolute

discretion not to pay the Interest Payment on the relevant Interest Payment Date and

no APRA Condition existing in respect of the relevant Interest Payment Date

see Section 1.3.6 for further details on the APRA Conditions

These tests will also apply to any Optional Interest Payment that the Issuer may pay to lift the

distribution restrictions

1.3.5 How will Under the Existing Preference Share Terms each Dividend on the Existing Preference Shares is

the Dividend Payment subject to

Tests change
the lAG Directors determining Dividend to be payable

lAG having profits available to pay the Dividend

lAG being able to pay the Dividend without lAG and its controlled entities on consolidated

basis breaching APRAs current capital adequacy guidelines

the Distributable Profits Test being satisfied and

APRA not otherwise objecting to the payment of the Dividend

To meet APRAs current requirements for Innovative Tier Capital instruments as APRA applies

them to the Group these tests will change so that each Dividend on the Amended Preference Share

will be subject to

the lAG Directors determining Dividend to be payable and

no APRA Conditions existing in respect of the relevant Dividend Payment Date

These tests will also apply to any Optional Dividend that lAG may pay to lift the distribution

restrictions

1.3.6 What are the For both the Amended RES and the Amended Preference Shares the APRA Conditions are

APRA Conditions
unless APRA otherwise approves in writing

making the Interest Payment/Dividend as applicable on the payment date would

result in the MCR of the Group on Level basis not complying with APRAs then

current capital adequacy standards as they are applied to the Group on Level

basis at the time or

the Interest Payment/Dividend as applicable on the payment date would exceed

Distributable Profits as at the Record Date for the Interest Payment/Dividend

as applicable

paying the Interest Payment/Dividend as applicable would result in lAG or the Issuer for an

Interest Payment only becoming insolvent or becoming likely to become insolvent for the

purposes of the Corporations Act or

APRA objecting to the Interest Payment/Dividend as applicable being paid

13



ANSWERS TO KEY QUESTIONS

1.3.7 What happens if Under the Existing RES Terms if the Issuer fails to pay an Interest Payment in full for any reason

the issuer does not pay except because of the Interest Payment Tests within 20 Business Days of the relevant Interest

an Interest Payment Payment Date then Trigger Event occurs and RES Holders have the right to request Redemption of

some or all of their Existing RES There are also remedies under the Trust Deed such as the

enforcement of the security over the Portfolio for the non-payment of amounts owing in respect of

the Existing RES

If the Interest Payment is not paid in full due to the Interest Payment Tests not being met other than

due to the Distributable Portfolio Income Amount then the distribution restrictions apply However
if the Portfolio has an insufficient Distributable Portfolio Income Amount the Issuer has no

obligation to pay the full Interest Payment and distribution restrictions will not apply

Under the Amended RES Terms if the Issuer does not pay an Interest Payment either because the

Interest Payment Tests were failed or otherwise then the Issuer has no liability to pay the unpaid

amount of the Interest Payment RES Holders have no claim in respect of such non-payment such

non-payment does not constitute an event of default and RES Holders have no right to initiate

winding-up of an administration in respect of or the appointment of receiver or receiver and

manager to the Issuer for such non-payment However if the Interest Payment is not paid for any

reason then the distribution restrictions apply The proposed Amendments do not substantially

amend these distribution restrictions

In addition under the Amended RES Terms lAG must Exchange the Amended RES for Amended

Preference Shares if an Interest Payment is not paid in full within 40 Business Days of the

scheduled Interest Payment Date for any reason other than due to an APRA Condition existing

on the relevant Interest Payment Date

1.3.8 What are the Under both the Amended RES Terms and Amended Preference Share Terms the distribution

distribution restrictions restrictions are substantially the same In each case if an Interest Payment or Dividend is not paid

lAG must not without approval of Special Resolution

declare or pay dividend or make any distribution on any capital over which Amended

Preference Shares would if issued rank in priority for participation in profits or

redeem reduce cancel or acquire for any consideration any capital of lAG other than capital

ranking equally with or in priority to Amended Preference Shares if Amended Preference

Shares were issued

unless

four consecutive Interest Payments/Dividends as applicable stated to be payable on

the Amended RES/Amended Preference Shares as applicable after the Interest Payment

Date/Dividend Payment Date as applicable of the Interest Payment/Dividend as applicable

that has not been paid have been paid in full or

with the prior written approval of APRA an Optional Interest Payment/Optional Dividend

as applicable has been paid to all RES Holders/Preference Shareholders as applicable

equal to the aggregate unpaid amount of any unpaid Interest Payments/Dividends

as applicable which were scheduled to be paid in the 12 months prior to the date of

payment of the Optional Interest Payment/Optional Dividend as applicable or

all Amended RES/Amended Preference Shares as applicable have been Redeemed

or Converted

If distribution restriction applies under the Amended RES Terms and the Amended RES are Exchanged

for Amended Preference Shares the distribution restriction continues to apply under the Amended

Preference Share Terms until lifted in accordance with the Amended Preference Share Terms

This distribution restriction is not substantially different to that which currently applies under

both the Existing RES Terms and Existing Preference Share Terms

14 AG EXPLANATORY STATEMENT



13.9 How could the RES The RES Margin on the Amended RES after the Reset Date will be determined by the Issuer

Margin on the Amended provided that it does not exceed the lesser of

RES or the Preference
the RES Margin that applies on the previous Reset Date plus 2.00% per annum

Share Margin on the

Amended Preference 6.00% per annum and

Shares be reset
4.00% FR FRG/FP FPG

where

FR is the Fair Market Yield for rated seven year AUD corporate securities on the

Business Day immediately prior to the day on which the Reset Notice is despatched

FP is the Fair Market Yield for rated seven year AUD corporate securities on the

Amendment Date

FRG is the Fair Market Yield for Australian Government seven year AUD securities on the

Business Day immediately prior to the day on which the Reset Notice is despatched

and

FPG is the Fair Market Yield for Australian Government seven year AUD securities on the

Amendment Date

Fair Market Yield means

the yield applicable to security of the relevant class of issuer rating if applicable and tenor

the relevant security as displayed on Bloomberg page FMC or any successor page or

if that yield is not available at that time the yield in respect of the relevant security

determined by the Issuer in its absolute discretion as the arithmetic mean of the yields

quoted to it for the relevant security on or about 10.OOam Sydney time by three leading

dealers in the relevant security as selected by the Issuer

However the RES Margin may not be reset where lAGs Credit Rating on the date the Reset Notice is

despatched is less than lAGs Credit Rating on the Amendment Date

If Amended Preference Shares are issued the Preference Share Margin may be reset by lAG under

corresponding provisions in the Amended Preference Share Terms

1.3.10 Will interest As with the Existing RES the Amended RES will contain gross-up provision if an Interest Payment

Payments and Dividends is not franked to 100% at the time it is paid Equivalent provisions are also contained in the Existing

be grossed-up for Preference Share Terms and Amended Preference Share Terms

franking credits
In addition the Amended RES Terms will also include new provision which may be relevant to

amendments to the Tax Act in relation to franking credits that have been made since the Existing

RES were issued See Section 4.1.14 and section of the Taxation Letter set out in Section

Under this new provision if the Commissioner of Taxation Commissioner has determined under

section 177EA5b of the Tax Act that any imputation benefit of an Interest Payment or an

Optional Interest Payment is to be denied to the recipient of the payment and that denial is on

account of an act or circumstance which relates to the Issuer or lAG and which is not the result of

any action by RES Holders either lAG or if the Issuer so elects to the Issuer will use reasonable

endeavours to ensure that RES Holders are not impacted by the determination of the Commissioner

payment if any made pursuant to this provision will be subject to APRAs prior written approval

and conditions corresponding to the terms and conditions applicable to Interest Payments under the

Amended RES Terms
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ANSWER5 TO KIY QUF5TON
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172 What are Th ft

Exchange Evente
Li ui tion nt oc in tion to the Issuer or lAG

in ymen not pat in full within 40 Business Days of the scheduled interest

Paym or ny than due to an APRA Condition existing on the relevant

Interest ayrn nt

th Am not de med or Cony rt within 20 Business Days of the

Ii ion

IA fail comply with th di ribution tricti for to Section 38
han ntrol vent ctur

unl RA oth rwi fi in writin

BA rmine in wnitin th the roups capital base is less than its MCR

APRA written direc ion for the Group to increase its capital

APRA vok utbori atiori of any general insurer within the Group pursuant to

ion of th In ur 1973 Cwlth or any riomoperating holding company

within th pu ntt tion 211 of the Insurance Act 1973 Cwlth or

pr din omm nced for the windingup of such general insuier or

op tin in omp in each case other than in connection with transfer

am tion or tion business while solvent on terms approved by APRA

any nt under ph Ic foreign law equivalent to an event that is an Exchange Event

under paragraph above which occurs in relation to Material Foreign Subsidiary

the retained earnings of the Group on consolidated basis fall by more than billion

from the level indicated in the 30 June 2009 annual group accounts eg retained

earnings of negative $16 billion would cause an Exchange Event or

Company Group Event occurs and the proceeds of the Amended RES are not

redeployed within the Group on terms approved by APRA so that tfe Amended RES

continue to constitute Tier Capital or Upper Tier Capital for the Group
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t92 What are lAGs Under the Existing Preference Share Terms lAG may Redeem or Convert the Existing

rights to InitIate Preference Shares

Redemption Conversion
all or some Existing Preference Shares at any times if Tax Event or Regulatory Event

or Resale under the
has occurred

Amended Preference

Shares all but not some only Existing Preference Shares at any time if there are less than

one million Existing Preference Shares on issue

no later than 35 Business Days after lAG has announced that an Acquisition Event has

occurred and in respect of all but not some only Existing Preference Shares or

at least 35 Business Days but not more than three months before any Dividend Payment

Date from and including the Step Up Date in respect of all or some Existing

Preference Shares

To reflect the removal of the StapUp Date and the inclusion of the reset feature these rights will be

changed to allow lAG to Redeem Convert or Resell

II or ome Amended Preference Shares at any time if Tax Event or Regulatory Event

ccurred

II but not some only Amended Preference Shares at any me if there are less than

on milli Amended Preference Shares on issue

in II bu only Amended Preference Shares if Potential Acquisition

nt or ul iio nt has occurred or

at Bu in bu not more than three months before any Reset Date which

oc ur whl Am nd nceSharesareon issue

The chan ot cqui ti nt and Regulatory Lveiit corrcspond to thc changes

made in th Am nd Terms

lAGs right to Am nd Preferenc har ubject to the prior writt pproval of APRA

No althou hth mpionAmountund rth Am nd rm willb fix 100 nd

num or in th rmi th onv Nui und th Am nd nc
Term will imi ny fix $100 th in ri whi

oul $100 rdin th pr fr he Ii of rtfoli

orinlyunderh AmnddR CovrionNumbri thnumbrof diriry ha

yurcivuon nvriwill clultd

mp ion Am un

VWA iw di unt

mp ion Amoun will fix 00

Und Am nd nc Cony Num th numb of rdin ry ar

yo iv up nv n1willb Ic

00

VWA cony un 0%
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I33 When will the

proposed Amendments

take effect

Ii34 Will the Amended

RES continue to be

quoted on ASX

Ii35 What are the

proposed amendments

to the Trust Deed

IJ42 Where is

the meeting

1I43 Who can vote

I44 Can vote before

the meeting

li45 Can vote

at the meeting

t146 Do have

to vote

LI47 Will be bound

by the proposed

Amendments if they

are approved even if

do not vote or

vote against them

It is proposed that the Trust Deed be amended as necessary to complement and be consistent with

the proposed Amendments Because the Portfolio is being teiminated the key change to the Trust

Deed will be the deletion of the security over the Portfolio which the Trustee currently holds on trust

for NLS Hoiders For more inrormation on the amendments to the trust Deed see Section

Tne RES Holder Meeting will cc held at Hilton Sydney 485 George Street Sydney NSW 2000

To be eligible to vote on the proposed Amendments you must be registered holder of Existing

RES at 700pm on December 2009

No either you your attorney your corporate representative or your proxy must attend tho meeting

in order to vote See the Notice of Meeting for further details

Yes if you are an eligible RES Holder you can vote in person at the RES Holder Meeting or you

may appoint proxy attorney or in the case of corporate RES Holder corporate representative

to vote on your behalf

No you do not have to vote on the proposed Amendments However if passed the proposed

Amendments will bind all RES Holders so you should read this entire Explanatory Statement to

understand the impact the proposed Amendments will have on your investment in the Existing RES

If after reading this Explanatory Statement you are still unsure whether or how to vote on the

proposed Amendments you should consult your accountant stockbroker lawyer or other

professional adviser

Yes if the proposed Amendments are passed by Special Resolution you will be bound by

the Amendments and your Amended RES will be governed by the Amrnded RES Terms and the

Amended Preference Shares II be governed by the 4mended Preerence Share Terms if issued

even if you did not vote or voted against the Amendments

Yes the Amended RES will continue to be quoted on ASX

LI41 When is the RLS Holder Meeting will be held on December 2009 commencing at 400pm
the meeting with registration starting at 3Opm
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L152 What are the

taxation consequences

of holding the Amended

RES

1153 How can find

out more Information

about the proposed

Amendments

The taxation consequences of holding the Amended RES will depend on your individual

circumstances You should obtain your own taxation advice before you decide whether or how

to vote general outline of the Australian taxation consequences for holding the Amended RES

and the Amended Preference Shares is in the Taxation Letter from Mallesons Stephen Jaques in

Section

the Issuer has applied to the Australian Taxation Office MO for class ruling in relation to the

proposed Amendments The class ruling wil cover Australian income tax and COT consequences

for RES Holders arising from approving the proposed Amendments

number of relevant documents are available free of charge from the Issuer or lAG prior to the

RES Holder Meeting see Section 71

If after reading this Explanatory Statement you have any questions then please contact your

accountant stocKbroKer lawyer or other professional adviser or call the RES Information Line

un 1300 666 636 if ualling from within Australia 613 9415 4210 fmoni Outside Austrelia

Monday to Friday 3Oam 53Opm
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It I5UII

the Issuer is wholly owned subsidiary of lAG The Issuer has

responsibility for raising finance for the New Zealand operations

of the Group and for management of their ongoing treasury

requirements the New Zealand branch of the Issuer employs

branch manager to manage the performance of these functions

the Issuer has undertaken to consult with APRA prior to any

change to its business operations

The Issuer utilises and is subject to lAGs corporate governance

framework including risk compliance and capital management

policies procedures and controls he key corporate governance

practices followed by the Issuer are the same as those of the

Group The corporate governance framework and practices of

the Group are disclosed in lAGs 2009 annual report which is

separately available or lAGs website at www iagcom au

21i Board of directors of the issuer

The board of the Issuer consists of four Directors who have been

selected with regard to their diverse nd extensive experience in the

finance industry The Directors of the Issuer are Mr James Strong

Mr Michael Wilkins Mr Hugh Fletcher and Mr Nicholas Hawkins

James Strong AD Chairman and independent Non-executive

Director age 65

Insurance industry experience

James Strong was appointed as director of lAG Finance New
Zealand Limited in November 2004 James was also appointed

as Chairman of lAG in August 2001 He is member of the lAG

Nomination Remuneration Sustainability Committee James is

also Chairman of Insurance Manufacturers of Australia Pty Limited

general insurance underwriting joint venture with RACV ltd

Ot her business experience

James is also Chairman of Woolworths Limited the Australia

Council for the Arts and Kathmandu Holdings limited He is

director of Qantas Airways Limited and the Australian Grand

Prix Corporation

James was formerly tl chief executive and managing director

Qantas Airways limited from 1993 to 2001 chairman of Rip Curl

Group Pty limited group chief executIve of DB Group Limited in

New Zealand national managing partner and later chairman of law

firm Corrs Chambers Westgarth chief executive of Trans Austral ar

Airlines later Auatralian Airlines and executive director of the

Australian Mining Industry Counci

He has been admitted as barrister and/or solicitor in various stale

jurisdictions in Au tralia In 2006 James was made an Officer of the

Order of Australia

Directorships of ether listed companies held in past three years

Wonlworths Limited since 10 March 2000

Insurance Australia Group Limited since August 2001 arid

Qantas Airways Limited since July 2006

Michael Wilkins BCom MBA DU FCA Managing Director and

Chief Executive Officer age 53

Insurance industry expenence

Michael Wilkins was appointed as director of lAG Finance

Now Zealand Limited in May 2008 Michael was also apoornted

as Managing Director and Chief Executive Officer in May 2008

after holding the position of chief operating officer and direr tor

of lAG since Never rber 2007

Michael has mere than 25 years experience in the insurance and

financial services sector He is dir ctor of the Insurance Council

of Australia

Michael was formerly the managing director of Promina Group

Limited from August 1999 to March 2007 managing director

of Tyndall Australia Limited from 1994 to 1999 and director

of the Investment and Financial Services Association

Other business experience

He is current nonwxecutive director of Maple Brown Abbott

imited and forrrrer iron executive director of Alinta Limited

In 2004 Michael was voted as Outstanding Chartered Accountant

in Business and ri 2005 as ANZIIF Insurance Personality of the Year

The issuer is wholly-owned subsdiary of iAG The Existing RES

commenced trading on ASX on 12 January 2005
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EFFECT OF THE PROPOSED AMENDMENTS ON
THE ISSUER

Directorships of other listed companies held In past three years

Promina Group Limited from August 1999 to 20 March

2007

Alinta Limited from 18 July 2005 to 31 August 2007 and

Insurance Australia Group Limited from 26 November 2007

Hugh Fletcher BSc/BCom MCom Hons MBA independent

Non-executive Director age 61

Insurance Industry experience

Hugh Fletcher was appointed as director of lAG Finance

New Zealand Limited on 31 August 2008 Hugh was also

appointed as director of lAG in September 2007 and as director

of the lAG New Zealand Limited board in
July 2003 He is member

of the lAG Audit Risk Management Compliance Committee

Hugh was formerly chairman and independent director since

December 1998 of New Zealand Insurance Limited and CGNU

Australia

Other business experience

Hugh is also non-executive director of the Reserve Bank of

New Zealand Fletcher Building Limited Rubicon Limited and

Vector Limited and Councillor of The University of Auckland

Hugh was formerly chief executive officer of Fletcher Challenge

Limited New Zealand headquartered corporation with assets

in the global building energy forestry and paper industries Hugh

retired from an executive position in December 1997 after 28 years

as an executive 11 of which he served as chief executive

Directorships of other listed companies held In past three years

Fletcher Building Limited since 31 January 2001 and

Insurance Australia Group Limited since September 2007

Nicholas Hawkins BCom FCA Executive Director and Chief

Financial Officer age 41

Insurance Industry experience

Nicholas Hawkins was appointed as director of lAG Finance

New Zealand Limited on 31 August 2008 and as Chief Financial

Ofticer of lAG in July 2008 Since joining lAG in 2001 he has held

senior positions in the Group most recently as chief executive

officer of lAG New Zealand Limited

He has also had several senior roles in lAG including head of asset

management and group strategy and prior to that as general

manager group finance

Other business experience

Before joining lAG Nicholas was partner with the intemational

accounting firm KPMG where he specialised in working with

financial services clients

Directorships of other listed companies held In past three years

None

2.2 PRO FORMA FINANCIAL INFORMATION

The following tables set out the pro forma financial information

of the Issuer as at 30 June 2009 under two scenarios The first

scenario assumes that the Amendments are approved Amended
RES case and the second scenario assumes that the Amendments

are not approved and the Existing RES are Exchanged into Existing

Preference Shares Existing Preference Shares case

2.2.1 issuers pro forma balance sheet as at 30 June 2009

Amended RES case

If the Amendments are approved the Amended RES continue

to be recognised on the Issuers balance sheet together with

the associated loans to related body corporate under new

loan agreement

Ji Pr

OUt 2OOi dutnient Pw lr
Assets

Cash and short-term money

held 297 297

Loans to related body

corporate 551014 551014

Other assets

Total assets 551320 551320

LiabIlities

Reset exchangeable

securities 548907 10932 550000

Interest payable on reset

exchangeable securities 759 759

Other liabilities 249 249

Total liabilIties 549915 1093 551008

Net assets 1405 1093 312

Equity

Share capital

Retained eamings 1405 109323 312

Total equity 1405 1093 312

Notes

The share capital is $1.00 and rounded to zero

RemaIning capitalised transaction costs of $1093000 relating to the issue

of the Existing RES are fully amortised through the income statement

Transaction costs of $5 million In relation to the proposed Amendments

will be expensed in the Income statement The transaction costs of $5 million

will be reimbursed by the New Zealand operations resulting in net nil impact

on cash and the income statement
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2.2.2 Issuers pro forma balance sheet as at 30 June 2009

Existing Preference Shares case

If the Amendments are not approved and the Existing RES are

exchanged the Issuers loans to related body corporate will be

extinguished and the Existing RES will be Exchanged into Existing

Preference Shares

00
30 J.im pu

2009 Pr IOflfll

Assets

Cash and short-term money

held 297 2552 552

Loans to related body

corporate 551014 5510142

Other assets

Total assets 551320 550759 561

UabiiitIes

Reset exchangeable

securities 548907 5489072

Interest payable on reset

exchangeable securities 759 7592

Other liabilities 249 249

Total liabilIties 549915 549666 249

Net assets 1405 1093 312

Equity

Share capital

Retained earnings 1405 1O93 312

Total equity 1405 1093 312

Notes

The share capital is $1.00 and rounded to zero

Upon Exchange it is expected that loans to related body plus accrued

interest receivable and Interest payable on Existing RES will be repaid The

Existing RES will be exchanged into Existing Preference Shares The net

impact of these transactions will result in net cash receipt of $255000

RemaIning capltallsed transaction costs of $1093000 relating to the Issue

of the ExIstIng RES are fully amortlsed through the Income statement

No transaction costs will be Incurred by the Issuer In thIs case
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LAO
AG has portfoho of general nsurance businesses with leading

and established brands across its home markets of Australia and

New Zealand specialist underwriter in the United Kingdom and

growing presence in Asia

lAG is headquartered in Australia and employs approximately

12600 people worldwide on full time equivalent basis As at

30 June 2009 lAGs market capitalisation was $1 billion with

total Group assets of $193 billion and insured property valued

at more than $1225 billion

for the year ended 30 June 2009 the Group grew gross written

pmmium GWP by 063% to $742 million and net profit after

tax NPAT increased to $241 million from loss of $226 million

in the 2008 financial year Refer to AGs website for inors

formation at wwwJagcom au

3ii Business Btrategy

the Groups strategy is to manage portfolio of high performing

customer focused diverse operations that provide general GWP spiit by region FY09
insurance in manner that delivers superior experiences for The Groups activities are cor ducted in four main regions

stakeholders and creates value for shareholders Australia New Zealand the United Kingdom and Asia

he Groups financial targets are to dcliver through the cycle

top quartile total shareholder return and

return on equity ROE greater than times the weighted

average cost of capital

The Groups strategic priorities are to

continue to improve the performance of the Australian and

New Zealand businesses

pu sue selective general insurance growth opportunities and

drive operational performance and accountability

3i2 Buness profUe

GWP sp by product FY09
The Group offers range of insurance products

Source lAG tYOO Investor Report

Source lAG tYOQ investor Report
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GWP split by channel FY09
It also offers insurance products through three distinct channels

direct affinity and broker/agent

47% Direct

41% Broker/agent

12% AffInity

Source lAG FY09 Investor Report

Australia

lAGs businesses offer range of insurance products both direct to

customers through network of branches agencies call centres

and online and through intermediary channels such as brokers

authorised representatives business partners including financial

institutions and motor dealers

Australia Direct

Direct insurance products which include personal insurance as

well as business insurance packages targeted at sole operators

and smaller businesses are sold under the NRMA Insurance brand

in NSW the ACT Queensland and Tasmania SGIO is the primary

brand in Western Australia and SGIC in South Australia In Victoria

the Group distributes home motor and other insurance products

through its joint venture with RACV

Australia Intermediated

CGU lAGs Australian intermediated insurance business is one

of Australias leading commercial insurers one of the largest

providers of workers compensation services and the foremost

insurer to the countrys regional and rural communities CGU offers

comprehensive range of commercial rural and personal insurance

products for individuals families farms and businesses CGU

distributes its products through network of over 75 branches

1000 insurance brokers and authorised representatives and

more than 100 business partners including financial institutions

The Buzz

The Buzz was launched in May 2009 as standalone Australian

online insurance business initially focusing on car insurance RACV

has 30% interest in The Buzz

New Zealand

The New Zealand business is the leading insurance provider in

New Zealand in the direct channel and leading insurer in the

broker/agent channel The Group provides insurance products

directly to customers under its State brand and indirectly through

insurance brokers and agents under its NZI brand The personal

lines and simplified commercial products are also distributed

through agents and under third party brands by corporate partners

which include large financial institutions

United Kingdom

In the United Kingdom lAG has specialist motor underwriting

operation Equity Red Star Commencing operations in 1946

Equity Red Star has grown to become the largest motor syndicate

at Lloyds providing insurance to business and personal lines

customers It was acquired by lAG in 2007 The United Kingdom

business also includes the Equity Broking affinity business and

specialist commercial broker Bamett Barnett

Asia

The Group has interests in four businesses in Asia controlling

economic interests in NZI and Safety Insurance in Thailand

49% share of AmG general insurance joint venture in

Malaysia and 100% ownership of the Beijing Continental

Automobile Association roadside assistance and insurance

agent operation in China In November 2008 the Group

agreed to form general insurance joint venture with State Bank

of India which is expected to commence trading in 2010

3.2 FINANCIAL OVERVIEW

The following tables set out the pro forma financial information

of the Group as at 30 June 2009 under two scenarios The first

scenario assumes that the Amendments are approved Amended
RES case and the second scenario assumes that the Amendments

are not approved and the Existing RES are Exchanged into Existing

Preference Shares ExistIng Preference Shares case

3.2.1 Balance sheet

3.2.1.1 Groups pro forma balance sheet as at 30 June 2009

Amended RES case

If the Amendments are approved the Amended RES and the

proceeds associated with the liquidated investment portfolio will

be recognised on the Groups balance sheet The existing Exchange

right currently recognised on the balance sheet will have no value

to lAG and is required to be written off through the income

statement reversing all the fair value movements of the Exchange

right previously recognised in the income statement

Investments 10563 5451 11108

Trade and other receivables 887 962 791

Goodwill and other intangibles 2278 2278

Other assets 5587 5587

Total assets 19315 449 19764

Claims outstanding and

unearned premium 11888 11888

Interest bearing liabilities 1053 55O 1603

Other liabilities 1538 1537

Total lIabIlitIes 14479 549 15028

Net assets 4836 100 4736

Equity attributable to

shareholders 4671 1002.4 4571

Minority interests 165 165

Total equIty 4836 100 4736

Notes

The proceeds associated with the liquidated investment portfolio of

$550 million which is equai to the face vaiue of the Amended RESI

net of transaction costs of $5 miiiion are recognised on the baiance sheet

This investment portfoiio is no longer security in favour of the

Amended RES

The fair vaiue of the Exchange right in the Existing RES l$96 miiiion is

recognised on the Groups balance sheet as at 30 June 2009 under trade

and other receivabies The Exchange right wili be extinguished if the

Amendments are approved and thus the fair vaiue of the Exchange right

recognised since the Existing RES were issued will be written off through

the income statement Foiiowing an increase in the Existing RES price in

the three months since 30 June 2009 the fair vaiue of the Exchange right

has reduced significantly

Represents the face vaiue of the Amended RES

Transaction costs of $5 million in relation to the proposed Amendments

net of the income tax impact of $1 miiilon wili be recognised through the

income statement
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EFFECT OF THE PROPOSED AMENDMENTS
ON THE GROUP

3.2.1.2 Groups pro forma balance sheet as at 30 June 2009

Existing Preference Shares case

If the Amendments are not approved and the Existing RES are

Exchanged the Group will recognise Existing Preference Shares

of $454 million and the proceeds associated with the liquidated

investment portfolio on the Groups balance sheet The fair value

of the Exchange right is accounted for as reduction in the

consideration received from the issue of the Existing

Preference Shares

niIiio

30 June Pro lorina

2009 aiijustinents Pro forina

Investments 10563 55O 11113

Trade and other receivables 887 962 791

Goodwill and other intangibles 2278 2278

Other assets 5587 5587

Total assets 19315 454 19769

Claims outstanding and

unearned premium 11888 11888

Interest bearing liabilities 1053 1053

Other liabilities 1538 1538

Totai liabilitIes 14479 14479

Net assets 4836 454 5290

Equity attributable to

shareholders 4671 45423 5125

Minority interests 165 165

Total equity 4836 454 5290

Notes

Represents the proceeds of the liquidated investment portfolio of

$550 million

The fair value of the Exchange right in the Existing RES $96 million is

recognised on the Groups balance sheet as at 30 June 2009 under trade

and other receivables Upon Exchange the fair value of the Exchange right is

accounted for as reduction In the consideration received from the issue of

the Existing Preference Shares Following an increase In the Existing RES

price in the three months since 30 June 2009 the fair value of the Exchange

right has reduced significantly

Fair value of the Existing Preference Shares Exchanged are classified as

equity net of the fair value of the Exchange right

No material transaction costs would be incurred for exercising the

Exchange right by lAG

3.2.2 Pro fonna capital adequacy

The following table sets out the Groups pro forma capital adequacy

position based on the Groups audited balance sheet as at 30 June

2009 adjusted as if the proposed Amendments are approved

In the event that the proposed Amendments are approved it is

assumed that the Amended RES will be eligible to constitute Tier

Capital up to the regulatory limit for Innovative Tier Capital of 15%

of Net Tier Capital with the remainder constituting Upper Tier

Capital The reduction in MCR represents the reversal of the

investment risk charge on the fair value of the Exchange right which
is required to be written off offset by the investment risk charge

on the liquidated investment portfolio recognised on the Groups

balance sheet On this basis the Amended RES will increase the

Groups MCR multiple by approximately 0.24 This assumes no

material change in the Groups capital adequacy position prior

to the proposed Amendments

Groups pro forma capital adequacy position as at 30 June 2009

lone Pro

0O9iljutnt

Tier Capital 2983 31 2980

Tier Capital 590 4532 1043

Regulatory capItal base 3573 450 4023

MCR 1997 16 1981

MCR multiple 1.79 0.24 2.03

Notes

includes $97 million of Amended RES eligible for inclusion within the Groups

innovative Tier Capital net of the write-off of $96 million which represents

the fair value of the Exchange right previously recognised in the income

statement and the transaction costs $5 million net of tax $1 million which

are expensed through the income statement

Remainder of Amended RES $453 million is included as Upper Tier Capital

In the event that the proposed Amendments are not approved and

the Existing RES are Exchanged into Existing Preference Shares the

pro forma MCR multiple of 2.03 shown above remains unchanged

However the regulatory capital base split between Tier and Tier

Capital will be as follows Tier Capital $3097 million and Tier

Capital $930 million

3.3 CREDIT RATINGS

Amended RES1

lAG2

Stable Stable

outlook outlook

SP has indicated that the Amended RES will retain the current issue

Credit Rating

SP has affirmed lAGs Issuer Credit Rating of Stable outlook and

lAGs Credit Rating of AA Stable outlook on 26 June 2009

Rating definitions used by SP are as follows

an Issue Credit Rating is forward-looking opinion about

the creditworthiness of an obligor with respect to specific

financial obligation specific class of financial obligations

or specific financial program

an Issuer Credit Rating is current opinion of an obligors

overall financial capacity its creditworthiness to pay its

financial obligations This opinion focuses on the obiigors

capacity and willingness to meet its financial commitments

as they come due It does not apply to any specific financial

obligation as it does not take into account the nature of

and provisions of the obligation its standing in bankruptcy

or liquidation statutory preferences or the legality and

enforceability of the obligation In addition it does not take

into account the creditworthiness of the guarantors insurers

or other forms of credit enhancement on the obligation

lAGs Credit Rating is forward-looking opinion about the

financial security characteristics of an insurance organisation

with respect to its ability to pay under its insurance policies

and contracts in accordance with their terms and
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Rating Outlook assesses the potential direction of

long-term counterparty credit rating over the intermediate

term typically six months to two years In determining

Rating Outlook consideration is given to any changes in the

economic and/or fundamental business conditions Rating

Outlook is not necessarily precursor of rating change or

future creditwatch action

According to SP
an Issue Credit Rating of describes an obligor to be

somewhat more susceptible to the adverse effects of

changes in circumstances and economic conditions than

obligations in higher-rated categories However the obligors

capacity to meet its financial commitment on the obligation

is still strong

an Issuer Credit Rating of describes an obligor that has

strong capacity to meet its financial commitments but is

somewhat more susceptible to the adverse effects of

changes in circumstances and economic conditions than

obligors in higher-rated categories

an lAGs Credit Rating of AA describes an insurer that has

very strong financial security characteristics

the ratings from AA to CCC may be modified by the

addition of plus or minus sign to show relative

standing within the major rating categories and

Rating Outlook Stable means that rating is not likely

to change in the near term

RatIngs are statements of opInIon not statements of fact or

recommendatIons to buy hold or sell securitIes Including the

Amended RES and the Amended Preference Shares

RatIngs are subject to revisIon or withdrawal at any time
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This Section describes the risks

of holding the Amended BBS and the Amended Preference

Shares if Issued if the proposed Amendments are

approved

of holding the Existing RES and the Existing Preference

Shares if Issued on their existing terms if the proposed

Amendments are not approved

that are common to holding the securities regardless

of whether the Amendments are approved and

associated with the Group and the general insurance

industry

Before deciding whether or how to vote you should consider

whether the Amended RES and the Amended Preference

Shares if issued is suitable Investment for you There are

risks associated with holding the Amended BBS as well as

continuing to hold the Existing RES and the Existing Preference

Shares If Issued on their existing terms many of which are

outside the control of the Issuer or lAG These risks include

those in this Section and other matters referred to in this

Explanatory Statement
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Set out below are certain nsks associated with holding the

Amended RES and the Amended Preference Shares You should

wso consider the other risks in this Section as they relate to the

Ordinary Shares into which the Amended RE or the Amended

Preference Shares may be Converted and risks associated with

the Group and the general insurance industry

Ii Loss of rights associated with the Existing RES

If the proposed Amendments are approved then your rights will

be governed by the Amended RES Terms from the Amendment Date

and Amended Preference Share Terms if the Amended Preference

Shares are issued this means you will lose your right to request

Redemption of your Existing
tiES on lb March 2010 which is the

initial Reset Date under the Lxisting RES Term and the benofit

of the security over the Portfolio However if the proposed

Amendments are not approved lAG will Exchange the Existing RES

for Existing Preference Shares under the Existing RES Terms by

lb March 2010 Under the Existing Proference Share terms you

have no nght to request Redemption or Conversion and no benefit

of any security See Section for the risks specific to holding

the Existing tiES and the Existing Preference Shares

4t2 No remedies for nonpayrnent and no events of default

Under the Existing RES Terms it an Interest Payment is not paid

other than due to the Interest tyment tests not being met then

Trigger Event occurs and you are entitled to iequest Redemption in

respect of some or all of your Existing RES here are also certain

events of default under the irust Deed including non payment of

an amount owing under the Existing RES wE ich allow the Trustee

to enforce the security over the Portfolio

In contrast under the Amendod RES Terms ft te Issuer does not

pay an In crest Payment either because the Interest Payment Tests

are failed or because of any applicable law ten the Issuer has no

liability to pay the unpaid amount of the Interest Paymont and you

have no claim in respect of suct nompayment Such non payment

does not constitute an event of default and you have no right to

initiate winding up of an administration in respect of or the

appointment of receiver or receiver and manager to the Issuer

for such non payment However if an Interest Payment is not paid

then distnbution restrictions apply so that AS it restricted from

paying dividends or distributions on capital or returning capital on

Ordinary Shares without the approval of RLS Holders subject to

certain exceptions See Sections 137 and 38

he Directors may pass resolution at any mu resolving not to

pay any Interest Payment

However under the Amended RES lerms lAG roust Exchange

your Amended RLS for Amended Preference Shares it art Interest

Payment is not paid in full within 40 Business Days of the

scheduled Interest Payment Date for any reason other than due to

an APRA Condition existing on the relevant Interest Payntent Date
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Like the Existing Preference Share Terms the Amended Preference

Share Terms do not have any remedies for non-payment of

Dividend However like the Amended RES if Dividend is not paid

restrictions on lAG paying dividends or distributions on capital or

returning capital on Ordinary Shares without the approval of

Preference Shareholders apply These restrictions under the

Amended Preference Share Terms will also apply where the

Amended RES have been Exchanged for Amended Preference

Shares due to the non-payment of Interest Payments

However if the proposed Amendments are not approved lAG will

Exchange the Existing RES for Existing Preference Shares under

the existing RES Terms by 15 March 2010 If this occurs you

will also lose the remedies for non-payment of Interest Payments
available to you under the Existing RES Terms

4.1.3 Ability to make interest Payments and/or pay Dividends

Interest Payments will only be paid on the Amended RES if the

Interest Payment Tests are satisfied see Section 1.3.4 Dividends

will only be paid on the Amended Preference Shares if the Dividend

Payment Tests for Amended Preference Shares are satisfied see

Section 1.3.5 In order to meet APRAs Tier Capital criteria as

APRA applies those criteria to the Group the Interest Payment Tests

and the Dividend Payment Tests are more restrictive than the

Interest Payment Tests on the Existing RES

There is risk that one or more of the Interest Payment Tests or

the Dividend Payment Tests may not be satisfied and therefore

the Interest Payment or Dividend will not be paid The Issuer or lAG

as applicable is required to satisfy certain APRA requirements

in order to make Interest Payments or pay Dividends These

requirements do not apply to Interest Payments on the Existing

RES however Dividend Payment Tests which include certain APRA

requirements would apply to Existing Preference Shares as set out

in the Existing Preference Share Terms

Interest Payments and Dividends are non-cumulative and therefore

any Interest Payment which is not paid or Dividend which is not

declared is not required to be made up in subsequent periods

Like other insurance and financial services groups due to the

Groups volatility of earnings there can be no guarantee that in

certain years lAG will have sufficient profits to satisfy APRAs

requirements

See Section 4.4 for an outline of the major risks affecting the

level of financial performance of the Group

4.1.4 Conversion upon your request may not occur

As RES Holder or Preference Shareholder you may request

Conversion of some or all of your Amended RES or Amended

Preference Shares into Ordinary Shares on Reset Date or following

the occurrence of an Acquisition Event Upon receiving the

Conversion request the Issuer or lAG as the case may be must

choose to Redeem subject to prior written approval from APRA
Convert or Resell the Amended RES or the Amended Preference

Shares which are the subject of the request As result you may
not receive Ordinary Shares as intended under the Conversion

request although you may receive an approximately equivalent

amount in cash This may be disadvantageous to you in light of

market conditions or individual circumstances at the time of

Conversion Redemption or Resale

Unlike the Existing RES where the initial Reset Date is five years

after the issue date and any subsequent Reset Dates can be set

at the Issuers discretion under the Amended RES the initial Reset

Date is 10 years after the Amendment Date and any subsequent

Reset Dates must be 10 years from the immediately preceding

Reset Date unless APRA otherwise approves see Section 1.6.1

for further details

However if the proposed Amendments are not approved lAG will

Exchange the Existing RES for Existing Preference Shares under the

Existing RES Terms by 15 March 2010 The Existing Preference

Shares do not have any reset mechanisms which means that

Preference Shareholders will have to wait for lAG to initiate

Conversion or Redemption of their Existing Preference Shares

See Section 4.2 for the risks specific to holding the Existing RES

and the Existing Preference Shares

4.1.5 Early Exchange

Under the Amended RES Terms AG may Exchange the Amended

RES at any time and must Exchange the Amended RES if an

Exchange Event occurs An Exchange Event includes Liquidation

Event in relation to the Issuer or lAG an Issuer Change of Control

Event failure to make an Interest Payment in certain circumstances

failure to Redeem or Convert and in certain circumstances required

by APRA As result if Exchange occurs it will occur at time

outside of your control

4.1.6 issuer/lAG Redemption Conversion or Resale rights

Under the Amended RES Terms and the Amended Preference Share

Terms the Issuer or lAG as applicable has certain rights to initiate

Redemption Conversion or Resale See Section 1.9 for further

details on these rights

Because of these rights your investment in the Amended RES

or the Amended Preference Shares is subject to the occurrence

of events outside of your control including actions by APRA with

respect to the regulatory classification of the Amended RES or

the Amended Preference Shares the taxation classification or

treatment of the Amended RES or the Amended Preference Shares

the occurrence of Potential Acquisition Event or an Acquisition

Event or the discretion the Issuer or lAG as applicable where there

are less than one million Amended RES on issue at any time or less

than one million Amended Preference Shares on issue or within

specified number of days prior to Reset Date

In these circumstances you will have no control over when or if

the Issuer or lAG will initiate Redemption Conversion or Resale

If the Issuer or lAG does initiate one of these events you could

receive cash in place of your Amended RES or Amended Preference

Shares at time when it is difficult to reinvest that amount to

receive return which is comparable to that which you were

receiving on the Amended RES or the Amended Preference

Shares You could receive Ordinary Shares at time in which

it is disadvantageous to hold Ordinary Shares

4.1.7 Regulatory classification

APRA has confirmed that the Amended RES and the Amended

Preference Shares if issued will qualify as Innovative Tier

Capital Not all Amended RES will count towards the Groups
Innovative Tier Capital on the Amendment Date due to the current

limit on the Groups Innovative Tier Capital The surplus portion of

Amended RES will
initially count towards the Groups Upper Tier

Capital see Section 1.1.4 However if lAG determines that the

Group is not or will not be entitled to treat the Amended RES as

Innovative Tier Capital or in the case of the surplus portion

Upper Tier Capital the Issuer or lAG as applicable may decide

that Regulatory Event has occurred and may elect to Redeem

subject to prior written approval from APRA Convert or Resell all

or some of the Amended RES or the Amended Preference Shares

This may be at time when it is difficult to reinvest that amount

to receive return which is comparable to that which you were

receiving on the Amended RES or the Amended Preference

Shares or you could receive Ordinary Shares at time which

is disadvantageous to hold Ordinary Shares
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INVESTMENT RISKS

4.1.8 Ranking of the Amended RES and the Amended

Preference Shares

Unlike the Existing RES which are unsubordinated obligations of the

Issuer and have the benefit of the security over the Portfolio the

Amended RES will be subordinated and unsecured debt obligations

of the Issuer lAG does not guarantee or provide other credit support

for the Amended RES

However if the proposed Amendments are not approved lAG will

Exchange the Existing RES for Existing Preference Shares under the

Existing RES Terms by 15 March 2010 The Existing Preference

Shares do not have the benefit of the security over the Portfolio

If Liquidation Event occurs in relation to the Issuer or lAG this will

cause an Exchange Event to occur automatically and the RES Holder

will receive an Amended Preference Share for each Amended RES

On winding-up of lAG Preference Shareholders will rank behind

policyholders and creditors of lAG and equally with holders of RPS1

in all respects but in priority to Ordinary Shareholders to the extent

of the Liquidation Sum In the event of shortfall of funds on

winding-up there is risk that Preference Shareholders will not

receive the full amount or any of the Liquidation Sum

Unlike the Existing Preference Share Terms under the Amended

Preference Share Terms lAG may issue preference shares which

rank in
priority

to the Amended Preference Shares without the

consent of Preference Shareholders

4.1.9 The RES Margin and the Preference Share Margin may be

reset below the RES Margin applicable on the Amendment Date

On each Reset Date the Issuer or lAG can change certain Amended

RES Terms or Amended Preference Share Terms including the RES

Margin or the Preference Share Margin as applicable This could

mean that the rate of return on your investment is not as favourable

as the rate of return available on comparable instruments at the

same time

However under the Amended RES or Amended Preference Shares

you can request Conversion for some or all of your Amended RES or

Amended Preference Shares on Reset Date if you are unsatisfied

with the new RES Margin or the Preference Share Margin

4.1.10 Resale may not complete

If the Issuer or lAG chooses to Resell either the Amended RES or

Amended Preference Shares as applicable the Issuer or lAG will

appoint one or more Nominated Purchasers to acquire all or some of

the Amended RES or Amended Preference Shares for cash equal to

the Resale Price based on the terms and conditions agreed between

the Issuer or lAG and the Nominated Purchaser It will be the

Nominated Purchasers obligation to pay the consideration to you

The obligation of Nominated Purchaser to pay the aggregate

Resale Price to you may be subject to conditions Although the

Issuer or lAG will reasonably endeavour to minimise these

conditions the Issuer or lAG can give no assurance as to the details

of any such conditions The Issuer and lAG will have no obligation to

pay this amount if it is not paid by the Nominated Purchaser

whether because condition is not satisfied or otherwise

Accordingly there is risk that despite the Issuer or lAG appointing

the Nominated Purchaser they may not deliver cash equal to the

Resale Price The Issuer or lAG may only appoint Nominated

Purchaser if that Nominated Purchaser has long-term counterparty

credit rating from SP of not less than the Issue Credit Rating

assigned to the Amended RES or the Amended Preference Shares

at that time

If Nominated Purchaser does not pay cash equal to the Resale

Price or the Resale otherwise does not complete the relevant

Amended RES or Amended Preference Shares will not be

Redeemed Converted or Resold on that date and you will continue

to hold them until they are otherwise Redeemed Converted or

Resold in accordance with their terms See Section 1.12.2

If the Issuer or lAG as applicable initiated the Resale then they

may choose to Redeem Convert or Resell all but not some only of

the Amended RES or Amended Preference Shares referable to the

defaulting Nominated Purchaser at later date The new timing and

option chosen by the Issuer or lAG may be disadvantageous to you

in light of market conditions or individual circumstances at the time

of Conversion Redemption or Resale

4.1.11 Taxation consequences of the Amendments

summary of the potential Australian taxation consequences for

RES Holders and Preference Shareholders is in the Taxation Letter

in Section This Taxation Letter is in general terms and is not

intended to provide specific advice in relation to the circumstances

of any particular investor Accordingly you should seek independent

advice in relation to your own individual taxation position

4.1.12 Future issues of securities

lAG or one of its controlled entities may issue other securities

including other notes or preference shares which rank equally with

behind or ahead of any of the Amended RES and the Amended

Preference Shares without the approval of RES Holders or Preference

Shareholders In addition lAG may also issue other securities that

rank equally behind or ahead of any of the Amended RES and the

Amended Preference Shares for interest dividends or repayment of

capital in winding-up of lAG Such issues could impact the ability of

lAG or other members of the Group to make interest payments or pay

dividends on any of the existing or amended securities or the

sufficiency of funds on winding-up The issue of such securities

could negatively affect the price that any of the Amended RES and

the Amended Preference Shares could trade on ASX

4.1.13 Withholding tax changes

Under the Amended RES Terms the Issuer will no longer gross up for

any deductions made from payments to RES Holder because of

New Zealand withholding required by reason of that RES Holder

having connection with New Zealand or political subdivision of

New Zealand See Section 1.3.11

RES Holders who are liable to such withholding will need to advise the

Issuer of the information described in Section 7.7 to avoid deductions

being made at the highest withholding tax rate applicable to such

RES Holder

4.1.14 ATO view on franking credits and certain convertible notes

Since the Existing RES were issued the anti-avoidance provisions of

the Tax Act relating to franking credits have been amended Following

that amendment the Commissioner of Taxation Commissioner has

recently issued public ruling TR 2009/3 which calls into question

the availability of franking credits to holders of certain convertible

notes It is also possible that the amendments may be the subject of

litigation with the Commissioner by issuers of instruments which have

certain features in common with the Existing RES and Amended RES

Whilst it is considered that the issues raised by the amendments

have no application to the Amended RES if litigation eventuates and

the Commissioners views are upheld then the franking credits

attaching to the Amended RES may be affected and Tax Event

entitling the Issuer to Redeem subject to APRAs prior written

approval or Convert or Resell Amended RES may occur

4.2 RiSKS OF HOLDING THE EXISTING RES AND THE EXISTING

PREFERENCE SHARES IF THE PROPOSED AMENDMENTS ARE

NOT APPROVED

Set out below are certain risks associated with holding the

Existing RES and the Existing Preference Shares if the proposed

Amendments are not approved You should also consider the

other risks in this Section as they relate to the Ordinary Shares

into which the Existing RES or the Existing Preference Shares may

be Converted and risks associated with the Group and the general

insurance industry
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4.2.1 Exchange into Existing Preference Shares

Under the Existing RES Terms lAG may elect to Exchange all or

some Existing RES into Existing Preference Shares at any time

If the proposed Amendments are not approved then lAG will

exercise its right under the Existing RES Terms to Exchange

Existing RES into the Existing Preference Shares by 15 March 2010

These Existing Preference Shares will bear Dividends subject to

their terms based on the Bank Bill Rate plus the RES Margin of

1.20% per annum one-time step-up of the RES Margin to

2.20% applies 10 years after their issuance

4.2.2 Conversion or Redemption of the Existing Preference Shares

Under the Existing Preference Share Terms the Existing

Preference Shares are perpetual securities and have no maturity

date If the Existing RES are Exchanged for Existing Preference

Shares Preference Shareholders cannot request Conversion or

Redemption This means that Preference Shareholders will have

to wait for lAG to initiate Conversion or Redemption of their Existing

Preference Shares

4.2.3 investment iosses from the Portfoiio

The Existing RES are exposed to any losses on the Portfolio

If loss occurs on the Portfolio for example because an obligor of

Portfolio security defaults in its obligations then

Net Portfolio Income per Existing RES may be less than

an Interest Payment on an Interest Payment Date or

Net Portfolio Proceeds per Existing RES may be less than

the Issue Price on Redemption Conversion or Exchange

4.2.4 Effect on interest Payments

If on account of loss on the Portfolio the Distributable Portfolio

Income Amount is less than scheduled Interest Payment on an

Interest Payment Date you may not receive the scheduled Interest

Payment in full

4.2.5 Effect on capltai investment

If there is default or loss on Portfolio Security the Redemption

Amount to be received by RES Holders on Redemption Conversion

or Exchange will be reduced to the extent the loss of default

reduces the proceeds of realisation of the Portfolio For these

reasons loss or default on Portfolio Security can result in

reduction in the capital value of your investment in the Existing RES

if there is Redemption Conversion or Exchange

4.2.6 Abiiity to make interest Payments and/or pay Dividends

Interest Payments on the Existing RES will only be paid if the

Interest Payment Tests are satisfied These Interest Payment Tests

are less restrictive than the Interest Payment Tests on the Amended

RES and Dividend Payment Tests on the Amended Preference

Shares However Interest Payments on the Existing RES are subject

to the Distributable Portfolio Income Amount as described above

Dividends on the Existing Preference Shares will only be payable if

the Dividend Payment Tests are satisfied These Dividend Payment

Tests are similar to the Interest Payment Tests on the Amended RES

and Dividend Payment Tests on the Amended Preference Shares

There is risk that one or more of the Interest Payment Tests on

the Existing RES or the Dividend Payment Tests on the Existing

Preference Shares may not be satisfied and therefore the Interest

Payment or Dividend will not be paid

Interest Payments and Dividends are non-cumulative and therefore

any Interest Payment which is not paid or Dividend which is not

declared is not required to be made up in subsequent periods Like

other insurance and financial services groups due to the Groups

volatility of earnings there can be no guarantee that in certain years

lAG will have sufficient profits to satisfy the requirements

See Section 4.4 for an outline of the major risks affecting the level

of financial performance of the Group

4.3 RISKS THAT ARE COMMON TO HOLDING THE SECURITIES

REGARDLESS OF WHETHER THE AMENDMENTS ARE APPROVED

Set out below are the risks associated with Existing RES Existing

Preference Shares Amended RES or Amended Preference Shares

RES Holders are currently exposed to these risks

4.3.1 Market price and iiquidity of au of the existing and

amended securities

The Issuer and lAG are not able to predict the market price or

liquidity of any of the Existing RES Existing Preference Shares

Amended RES or Amended Preference Shares The ASX market for

any of these securities may be less liquid than the ASX market for

Ordinary Shares

It is possible that these securities could trade on ASX at price

below the original issue price being $100 for the Existing RES
Their market value also may be affected by the market price of

Ordinary Shares RES Holders or Preference Shareholders who wish

to sell any of these securities may be unable to do so at all if

insufficient liquidity exists in the market for the security

Existing RES price and volume
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INVESTMENT RISKS

4.3.2 Interest Rate and Dividend Rate

All Interest Rates and Divided Rates are calculated by reference to the Bank Bill Rate each quarter which is influenced by number

of factors and varies over time These rates will fluctuate both increasing and decreasing with movements in the three-month Bank Bill

Rate as depicted in the chart below covering movements over 20 year period

Three-month Bank Bill Rate per annum
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10

Note Historical performance Is not necessarily indicatIve of future performance

4.3.3 interest Payments or Dividends may not be fuiiy franked

AG expects Interest Payments and Dividends on all of the Existing

RES Existing Preference Shares Amended RES or Amended

Preference Shares to be fully franked However there is no

guarantee that lAG will have sufficient franking credits in the future

to fully frank Interest Payments or Dividends

If an Interest Payment or Dividend is unfranked or partially franked

it will be increased to compensate for the unfranked component

The value and availability of franking credits to RES Holder or

Preference Shareholder will differ depending on the RES Holders or

Preference Shareholders particular tax circumstances RES Holders

or Preference Shareholders should be aware that the potential value

of any franking credits does not accrue at the same time as the

receipt of any cash Interest Payment or Dividend RES Holders or

Preference Shareholders should also be aware that the ability to

use the franking credits either as an offset to tax liability or by

claiming refund after the end of the year of income will depend

on the individual tax position of each RES Holder or Preference

Shareholder RES Holders or Preference Shareholders should also

refer to the Taxation Letter in Section and seek professional

advice in relation to their tax position

4.3.4 FInancial position and performance of lAG

The value of your investment in any of the Existing RES Existing

Preference Shares Amended RES or Amended Preference Shares

will depend on the financial position and operating performance

of lAG

lAG may Convert any of the Existing RES Existing Preference

Shares Amended RES or Amended Preference Shares into Ordinary

Shares in certain circumstances Therefore if lAGs financial

condition declines or if market participants anticipate that lAGs

flnanciai condition may decline your investment couid deciine in

value even if lAG has not yet exercised its option to Convert

Accordingly when you evaluate whether or how to vote on the

proposed Amendments you should carefully evaluate the risks

associated with an investment in the Group as set out in

Section 4.4

4.3.5 Financiai market conditions

The market price of any of the Existing RES Existing Preference

Shares Amended RES or Amended Preference Shares will fluctuate

due to various factors including interest rates general movements

in the Australian and international equity markets investor

sentiment perceived credit spreads the number of buyers and

sellers at that time worldwide or regional economic conditions and

factors which may affect the general insurance industry The market

price of any of the Existing RES Existing Preference Shares

Amended RES or Amended Preference Shares may be more

sensitive than Ordinary Shares to changes in interest rates

4.3.6 Fiuctuation in Ordinary Share price

On Conversion you will receive approximately $102.56 including

the 2.50% conversion discount worth of Ordinary Shares for each

Existing RES Existing Preference Share Amended RES or Amended

Preference Share as applicable The number of Ordinary Shares

that would be issued is based on the VWAP of Ordinary Shares

during the 20 Business Days before the date on which Conversion

occurs The market price of Ordinary Shares will fluctuate due to

various factors including investor perceptions domestic and

woridwide economic conditions and iAGs financial performance

and position see Section 4.4 As result the value of Ordinary

Shares received upon Conversion may be greater than or less than

approximately $102.56 for Existing RES Existing Preference Share

Amended RES or Amended Preference Share
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4.3.7 Early RedemptIon or Conversion

The Issuer or lAG may Redeem subject to prior written approval of

APRA or Convert the Existing RES Amended RES Existing

Preference Shares and Amended Preference Shares as applicable

according to their terms including in response to changes in tax

laws changes in the treatment by APRA on the occurrence of

certain takeovers or schemes of arrangement or if there are less

than one million of the relevant security on issue The Issuer or lAG

may also Resell the Amended RES or Amended Preference Shares

as applicable in these circumstances This could occur at time

prior to Reset Date and before you wish to dispose of your

investment This may have negative consequences depending on

your individual circumstances

Depending on when you acquired any of the existing or Amended

RES or Preference Shares the value of what you receive on

Redemption Conversion or Resale could be higher or lower

than the original price you paid on ASX

4.3.8 CredIt ratings

As result of changes in the Groups operating performance or

capital structure there is risk that credit ratings of the Group

or any of the existing or amended RES or Preference Shares could

change adversely in the future This could affect the market price

and liquidity of any of the existing or amended RES or Preference

Shares and the Ordinary Shares

In addition although lAGs Credit Rating is AA from SP the

existing and amended RES or Preference Shares are not guaranteed

by those entities or by lAG itself Despite this any downgrading of

the credit ratings of one or more of those entities could affect the

sentiment of market participants thereby causing the market price

of any of the existing or amended RES or Preference Shares to fall

4.3.9 TaxatIon policy may change

general description of the Australian taxation consequences of

the Amendments including holders ability to claim franking

credits is set out in the Taxation Letter from Mallesons Stephen

Jaques in Section This discussion is in general terms and is not

intended to provide specific advice in relation to the circumstances

of any particular investor Accordingly investors should seek

independent advice in relation to their individual tax position

If there is change of law policy or practice that adversely affects

the tax position of the Issuer or lAG as applicable or holders

ability to claim franking credits Tax Event may occur This would

give the Issuer or lAG as applicable the right to elect to Redeem

subject to prior written approval by APRA Convert or Resell the

Amended RES or Amended Preference Shares as applicable

4.3.10 Amendment substitution and other powers

Like the Existing RES the terms of the Amended RES and the

Trust Deed contain provisions for calling meetings of RES Holders

to consider matters affecting their interests generally These

provisions permit defined majorities of RES Holders to agree to

amendments to the Amended RES Terms which are binding on all

RES Holders including RES Holders who do not attend and vote at

the relevant meeting and RES Holders who voted in manner

contrary to the majority

The Amended RES Terms also provide that the Issuer and the

Trustee may without the consent of RES Holders agree to any

amendment of the Amended RES or the substitution of another

company as issuer under any Amended RES in place of the Issuer

in the circumstances described in clauses 11.1 and 13.1 of the

Amended RES Terms

Similarly if Amended RES are Exchanged for Amended Preference

Shares under the terms of the Amended Preference Shares defined

majorities of Preference Shareholders may agree to amendments

to the Amended Preference Share Terms which are binding on all

Preference Shareholders including holders who did not attend and

vote at the relevant meeting and holders who voted in manner

contrary to the majority

The Amended Preference Share Terms also provide that lAG may
without the consent of Preference Shareholders amend the

Amended Preference Share Terms in circumstances described

in clause 9.1 of the Amended Preference Share Terms

Amended Preference Shares are also subject to the powers

of lAG to vary or buy back or return capital on or acquire those

Amended Preference Shares under applicable law including

the Corporations Act

4.4 RISKS ASSOCIATED WITH THE GROUP AND THE GENERAL

INSURANCE INDUSTRY

Set out below are risks associated with the Group and the general

insurance industry generally These are relevant to an investment in

the existing or amended RES or Preference Shares and in Ordinary

Shares as the value of your investment will depend on the financial

performance and position of the Group regardless of when or if the

Amended RES are Exchanged into Amended Preference Shares or

the Issuer or lAG exercises its right to Convert into Ordinary Shares

Most of these risks are risks that RES Holders are currently

exposed to but they have been updated for current market

conditions
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INVESTMENT RISKS

4.4.1 Global market and economic environment

The financial performance of the Group is significantly affected

by changes in investment markets and economic conditions both

globally and in Australia New Zealand the United Kingdom and

Asia being the primary jurisdictions in which the Group conducts

business These changes may influence the performance of those

businesses the value of investments supporting Shareholders

Funds and investments held on behalf of customers Such changes

may also influence the availability of credit and the debt funding

needs of the Group and its businesses the level of capital specific

to the Group and its regulated entities the operating margins of the

Group and its businesses and the demand for the Groups financial

products and services

Markets are subject to periods of volatility which can have the effect

of reducing activity in range of industry sectors This can then

adversely impact the financial performance and position of the

Group Market volatility may also impact the ability to continue to

fund the Groups various businesses in similar manner at similar

costs and from similarsources

Since the second half of 2007 global markets particularly markets

in the United States and Europe have experienced difficult and

volatile conditions These challenging market conditions have

resulted in significantly reduced availability of funds increased

volatility significant widening of credit spreads the unavailability

of funds in certain markets or for certain industry sectors or specific

companies forced sales of assets and lack of price transparency

in many markets These conditions have affected the global

economy contributing to slower or negative economic growth

increasing unemployment increasing credit defaults and

generally worsening economic climate

The financial performance and position of the Group have been

and continue to be affected by the changes in general economic

conditions in the markets in which it operates It is also possible

that new risks might emerge as result of markets experiencing

extreme stress or existing risks may manifest themselves in ways

that are not currently foreseeable

4.4.2 Investment performance

Investment performance can significantly affect the Groups
financial performance and position The Groups investment

portfolio consists of assets which support

Shareholders Funds and

outstanding claims and Unearned Premium liabilities

together also referred to as Technical Reserves

In early financial year 2009 the Group undertook review of its

investment strategy which resulted in the following key changes

reduced risk and enhanced flexibility and efficiency in the

investment portfolios

more cost effective active return management and

consideration of the new APRA risk capital charges

and asset co-mingling rules

This resulted in the Group reducing the exposure of its Shareholders

Funds to equities Accordingly the majority of Shareholders Funds

are invested in fixed interest and cash assets with just over 20% in

Australian and intemational equities as at 30 June 2009 Technical

Reserves are fully invested in fixed interest and cash investments

The level and volatility of investment income derived from equity

securities are much greater than the level of volatility experienced

with fixed interest and cash investments The assets backing the

Technical Reserves are subject to fluctuations in interest rates

However the impact of interest rate movements on the market value

of the Groups fixed interest portfolio is largely offset by the

corresponding change in the discount rate applied to the Groups

outstanding claims reserves The duration of the assets backing the

Groups Technical Reserves is broadly matched to the duration of the

underlying claims liabilities

4.4.3 ForeIgn exchange exposure

Foreign exchange risk is the risk of the Group sustaining loss

through adverse movements in exchange rates Such losses can

impact the Groups financial position and performance and the level

of capital supporting the Groups businesses From an operational

perspective the Group faces exposure to foreign exchange risks

through direct foreign income and expenses the settlement of

foreign currency denominated assets and liabilities and the

translation of the net investment and earnings of non-Australian

subsidiaries Foreign exchange losses can also impact the Groups

investment portfolio which in turn can affect the Groups

reputation asset values financial performance and position

4.4.4 Market posItIon

The Groups business is concentrated in Australia New Zealand and

the United Kingdom which respectively accounted for 74% 12%

and 12% of reported GWP for the year ended 30 June 2009

This means the Groups performance is largely dependent on the

insurance sector performance in these countries description

of the Groups business operations is provided in Section

Currently the structure of personal insurance business in Australia

and New Zealand is such that the vast bulk of the business is

written by small number of industry participants The focus of

these participants on generating reasonable return on capital

their well known brands and the benefits of scale in operating costs

and data management together with APRA requirements in

Australia designed to ensure prudential levels of capital reduce

the risk of irrational competition However should this occur the

Groups leading market shares would make it an obvious target

for aggressive competitive action

Commercial insurance is heavily influenced by the international

insurance cycle The degree of influence is strongest for large

corporate business where international capital flows easily in and

out of the local market generally through large brokers The speed

and extent of the cycle decrease with the size of the business being

insured At the current stage of the cycle in Australia insurers

continue to compete aggressively for market share However the

market is experiencing slow hardening of rates although this is far

from uniform across the market segments

In New Zealand which until recently had been in recession for more

than year poor sentiment and
rising unemployment are expected

to exert pressure on growth throughout the 2010 financial year and

potentially lead to an increase in claims However while the market

remains competitive in selected areas most participants are

seeking rate increases to counter the reduced
profitability

which

has been felt across the industry

The United Kingdoms operating environment remains challenging

Whilst the insurance sector has not suffered significant effects from

the recession there are particular concerns around the small

business sector and broker credit While dynamics in the private

motor segment continue to be driven by the online aggregators

placing considerable pressure on profitability the speciality motor

classes where lAG concentrates its operations continue to trade

profitably with signs across all classes of business that rates are

rising at levels in excess of claims inflation
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4.4.5 CompetItion

The Groups position as the second largest general insurer in

Australia and New Zealand is an important factor in it being able

to achieve strong and scaleable insurance margins Further

industry consolidation could result in other competitors improving

their scale increasing pressure on the Groups ability to maintain

its insurance margins

There is significant competition within the general insurance

industry in Australia New Zealand and the United Kingdom There

is pressure on insurance premium rates arising from legislative

developments or general competitive factors such as new entrants

or more aggressive strategies by existing participants to grow

market share These pressures could adversely affect the Groups

Underwriting Results market share and financial performance

and position

4.4.6 Estimation of claims provisions

The Group maintains provisions for unpaid claims and related

expenses which reflect estimates of future claims inflation trends

and other factors Although the Group seeks to maintain claims

provisions at minimum level of 90% Probability of Sufticiency the

establishment of appropriate provisions is an inherently uncertain

process especially for Long-tail classes of business There can

be no assurance that the Groups current claims provisions will

be sufficient

4.4.7 Reinsurance

The Group enters into significant number of Reinsurance treaties

to limit its risk exposure to any one claim class of business or

occurrence of specific events There can be no assurance that

the Groups current Reinsurance coverage is adequate that

Reinsurance coverage will be available at adequate rates and levels

in the future or that reinsurers will pay valid claims

There are risks associated with the determination of proper levels

of outwards Reinsurance protection the cost of such Reinsurance

and the financial security of reinsurers There can be no assurance

that the Groups current Reinsurance coverage is adequate that

it matches the underlying risks assumed or that increases in

Reinsurance costs will be recovered through premium rates

The Group is also exposed to the risk that its reinsurers default

on their obligation to pay valid claims In addition the Group may

take considerable period to collect on Reinsurance receivables

and reinsurers may dispute its claims even if valid Despite

Reinsurance the Group is primarily liable to policyholders and so

failure by reinsurer to make payment for whatever reason could

adversely affect the Groups financial performance and position

4.4.8 Catastrophes

General insurers are subject to the risk of large-scale claims

arising out of catastrophes which may have significant impact

on their earnings and financial condition Catastrophes may include

cyclones earthquakes wind hail floods fire volcanic eruptions

and explosions which are inherently unpredictable with regard to

incidence and severity While the Group has historically managed

its exposure to catastrophes through among other things

the purchase of Reinsurance there can be no assurance that

Reinsurance coverage will continue to be available at acceptable

rates and levels or that existing coverage will prove adequate

4.4.9 Changes in government policy regulation or legislation

The general insurance industry is subject to extensive legislation

regulation and supervision by federal and state regulatory

organisations including APRA Insurance-specific regulation and

supervision are primarily directed to the benefit of policyholders

and not RES Holders or Preference Shareholders Future legislation

and regulatory change may affect the general insurance and

financial services industry and may adversely affect the Groups

financial performance and position

4.4.10 Operational exposure

Whilst the Group has management and operational risk practices

its profitability will continue to be subject to variety of strategic

and business decisions including acquisitions/divestments and

operational risks such as Fraud and other dishonest activities

Management practices Workplace Safety Project And Change

Management Compliance Business Continuity and Crisis

Management Information Systems Integrity and Outsourcing

4.4.11 Loss of personnel

The Group has large base of qualified and experienced

management personnel The Groups future success will depend on

its continued ability to attract and retain highly-skilled and qualified

personnel There can be no assurance that key personnel will

continue to be employed by or contracted to the Group or that the

Group will be able to attract and retain qualified personnel in the

future Failure to retain or attract key personnel could have

material adverse impact on the Groups business reputation

financial performance and position

4.4.12 Mergers and acquisitIons

The Group regularly examines range of corporate opportunities

including mergers and acquisitions Any of these opportunities

which are pursued could for variety of reasons have material

impact on the financial performance and position of the Group

Any acquisitions may require assimilation of new operations and

new personnel and may cause dissipation of the Groups

management resources Changes in ownership and management

may result in impairment of relationships with employees and

customers of the acquired businesses Depending on the type of

transaction it could take substantial period of time for the Group

to realise the financial benefits of the transaction if any During the

period immediately following this type of transaction the Groups

operating results may be adversely affected

As potential target in any future merger or acquisition activity

the issues identified above may also be relevant

The Groups failure to adequately manage the risks associated

with any mergers or acquisitions could have material adverse

effect on its financial performance or position

4.4.13 LitIgation

The Group is from time to time involved in legal proceedings relating

to policies underwritten by entities in the Group or arising from its

operations generally While there are no material legal proceedings

that are current or known to be threatened against the Group there

can be no assurance that the outcome of legal proceedings from

time to time will not have material effect on the Groups business

financial performance or position

The summary of risks in this Section Is not exhaustive and

you shouid read this Explanatory Statement in Its entirety

and consult your accountant stockbroker lawyer or other

professional adviser before deciding whether or how to vote

on the proposed Amendments
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The Directors

lAG Finance New Zealand Limited

New Zealand Branch

NZI Centre

Level Fanshawe Street

Auckland

New Zeal snd

The Directors

Insurance Australia Group Limited

388 George Street

Sydney NSW 2000

Australia

23 October 2009

Dear Directors

Taxation Letter

Amendment to Terms of Reset Exchangeable Securities

We have been instructed by the Issuer and lAG to prepare this laxation Letter fcr nelusion in the Fxplanatory Statement dated

23 October 2009 for the proposed amendment of the terms of the Existing IlLS

090 AD

This Taxation Letter is based on the documents referred to in this Explanatory Statement and provides summary of the Australian

income tax and GST consequences to RES Holder arising from the proposal tc amend the terms of the Existing RES

This Taxation Letter deals with the position of persons who hold Amended RES Amended Preference Shares or Ordinary Shares on

rdpital eaount for tax purposes This Taxation Loiter does not deel wiih the position of persons who hold Arrierided IlLS Amended

Preference Shares or Ordinary Shares for resale at profit or as trading stock as part of securities trading business

The information contained in this Taxation Letter is of general nature only and does not constitute taxation advice to any particular

investor It does not attempt to address all of the taxation consequences that may be relevant to investors Investors should seek

independent taxation advice for their own particular circumstances

.61 9843 4000

.81 9843 S999

MALLESONS SrEPULN JAQULS
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All legislative references in this Taxation Letter are to provisions of the Income Tax Assessment Act 1936 Cwlth and to the provisions of

the Income Tax Assessment Act 1997 Cwlth each the Act The capitalised words and expressions in this letter have the same

meaning as in this Explanatory Statement unless indicated otherwise

This Taxation Letter is based on the Australian income tax and GST laws applicable as at the date of this Taxation Letter

AMENDMENTS TO EXISTING RES

No gain or loss should arise to RES Holder for Australian income tax purposes as result of the Amendments to the Existing RES

For the purposes of the capital gains tax CGT rules to the extent that CGT event may happen to RES Holder the RES Holder would not

receive and would not be deemed to receive any capital proceeds in respect of that CGT event Accordingly no capital gain or capital loss

would arise to the RES Holder as result of the Amendments Confirmation of this conclusion has been sought and is expected to be

obtained from the Commissioner of Taxation CommIssIoner in Class Ruling to be issued after the date of this letter

There will be no adjustment to the cost base of the Amended RES in the hands of RES Holder as result of the Amendments to the

Existing RES

Further no assessable amount will arise to RES Holder under section 26BB of the Act nor will any deductible loss arise under section

lOB being the provisions relating to traditional securities as result of the Amendments Confirmation of this conclusion has been

sought and is expected to be obtained from the Commissioner in Class Ruling to be issued after the date of this letter

Except as described in section below the Australian income tax treatment of the acquisition holding and sale of Amended RES by RES

Holder remains as set out in the Taxation Letter contained in the Prospectus dated 29 November 2004

AMENDMENTS TO EXISTING PREFERENCE SHARE TERMS

No gain or loss should arise to RES Holder for Australian income tax purposes as result of the Amendments to the Existing Preference

Share Terms whether under the CGT rules or other provisions of the Act

Except as described in section below the Australian income tax treatment of the acquisition holding and sale of Amended Preference

Shares by person whose Amended RES are Exchanged into Amended Preference Shares remains as set out in the Taxation Letter

contained in the Prospectus dated 29 November 2004

DEVELOPMENTS IN AUSTRALIAN INCOME TAX LAW

The issues discussed in this section relate to changes in Australian tax law or the interpretation of such laws that have arisen since the

Existing RES were issued These issues do not arise as result of the proposed Amendments

Pay-As-You-Go wIthholdIng tax change In tax rate

The rate at which tax will be deducted from Interest Payments or Dividends where the Issuer or lAG has not being notified of the RES

Holders TFN ABN or relevant exemption has changed from 48.50% to 46.50%

Australian Taxation OffIce ATO views on traditional securities

The ATO has recently released two public rulings Taxation Determinations ID 2008/21 and ID 2009/14 which consider the issue of what

is security for the purposes of the traditional security provisions Although the instruments and transactions described in these

Taxation Determinations differ to the Existing RES or Amended RES in material respects the Commissioner there indicates that where

payments under an instrument are contingent the instrument would not have sufficient debt-like obligations to be security

If that view is correct and the Existing RES or Amended RES are not traditional securities then if the Existing RES or Amended RES are

sold Redeemed for cash or Exchanged for Preference Shares no assessable gain would arise under section 26BB and no deductible loss

would arise under section 70B Instead any gain or loss would be subject to the CGT rules

RES Holder should seek independent advice on the treatment of their RES in their particular circumstances including in relation to

disposal Redemption or Exchange of their RES

ATO views on frankIng credits and certain convertible notes

Since the Existing RES were issued the anti-avoidance provisions of the Act relating to franking credits have been amended Following that

amendment the Commissioner has recently issued public ruling TR 2009/3 which calls into question the availability of franking credits

to holders of certain convertible notes It is also possible that the amendments may be the subject of litigation with the Commissioner by

issuers of instruments which have certain features in common with the Existing RES and Amended RES Whilst we consider that the issues

raised by the amendments have no application to the Amended RES if litigation eventuates and the Commissioners views are upheld then

the franking credits attaching to the Amended RES may be affected and Tax Event entitling the Issuer to Redeem subject to APRAs prior

written approval or Convert or Resell Amended RES may occur

Taxation of Financial Arrangements TOFA rules

The Tax Laws Amendment Taxation of Financial Arrangements Act 2009 was recently enacted and introduces into the Australian income

tax legislation new provisions Division 230 representing code for the taxation of amounts arising in relation to financial and other

specified arrangements The new Division 230 defines financial arrangement as way which includes the Existing RES and Amended

RES and sets out six methods four of which are elective subject to certain safeguards for bringing to account gains or losses on financial

arrangements These methods determine the tax-timing treatment of arrangements covered by the rules The new rules also tax gains and

losses from financial arrangements as being on revenue account and not as capital gains or losses
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The new rules apply to financial arrangements acquired on or after July 2010 unless taxpayer makes an election for those rules to

apply to the income year commencing on or after July 2009 Further under transitional rules taxpayer may elect for the new rules to

apply to all financial arrangements they hold at the start of the first applicable income year Therefore as the Existing RES and Amended

RES were entered into prior to the commencement date for Division 230 the new rules would not necessarily apply to RES Holder who

acquired their Existing RES or Amended RES before July 2010 unless the RES Holder elects for them to do so

Further not all taxpayers are intended to be subject to the new rules In particular entities with an annual turnover below specified

thresholds and individuals may be outside the Division 230 rules unless they elect for the rules to apply to them RES Holder should

seek independent advice on how the new rules could apply to their RES in their particular circumstances

GST

RES Holders will not be liable for GST in respect of Amendments to the terms of the Existing RES

Yours faithfully

Mallesons Stephen Jaques
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Australian Financial Services Licence No 246901 Telephone 61 9335 7000

10 Shelley Street Facsimile 61 293358021

Sydney NSW 2000 DX 1056 Sydney
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Box H67

Australia Square 1213

Australia

The Directors

JAG Finance New Zealand Limited

New Zealand Branch

Level NZI Centre

Fanshawe Street

Auckland New Zealand

22 October 2009

Dear Sirs

Independent expert report and Financial services guide

Introduction

lAG Finance New Zealand Limited through its New Zealand branch JAG Finance NZ wholly

owned subsidiary of Insurance Australia Group Limited JAG has announced proposal to amend the

terms of the
existing

Reset Exchangeable Securities RES These amendments alter the terms of the RES

and primarily result in the Amended RES paying higher rate of return to RES Holders than under the

existing RES with Australian Prudential Regulation Authority APRA confirming that the Amended

RES will qualit as Innovative Tier Capital on Level basis JAG Finance NZ has also proposed

other changes to the existing terms of the RES and the Preference Shares to align these terms with current

market practices
for similar Tier Capital instruments the Proposal If the Proposal is not approved

JAG will exercise its rights under the existing RES terms to exchange the RES into Preference Shares by

15 March 2010

The Directors of JAG Finance NZ have requested KPMG Corporate Finance Aust Pty Ltd KPMG to

provide an Independent Expert Report IER in relation to the Proposal stating whether the Proposal is or

is not in the best interests of the RES Holders

The RES Holders will be invited to vote on the Proposal at an extraordinaiy meeting of RES Holders on

December 2009 In order to approve the Proposal 75 percent or more of the votes cast at the RES Holder

meeting including proxies must be in favour of the Proposal

We note that our report will form part of the Explanatory Statement to accompany the Notice of Meeting

to be sent to RES Holders The Proposal is detailed more fully
in the Notice of Meeting and Explanatory

Statement Explanatory Statement

KPMG en ArtstrslCn pertoership ends nonnbe tim of the KPMG

network ot irdependoirt nrennbor ton effilted with KPMG

Intetnetionhl Swiss 000peretioe

44 lAG EXPLANATORY STATEMENT



JAG Finance New Zealand Limited

independent expert report and Financial services guide

22 October 2009

Summary of Opinion

2.1 Opinion

In our opinion having regard to the advantages disadvantages and other considerations of the Proposal

as well as the implications if the Proposal is not approved the Proposal is in the best interests of RES

Holders

In assessing the Proposal we have given consideration to the fact that if the Proposal is not approved

lAG will exercise its right under the tenns of the RES to exchange the RES into Preference Shares by 15

March 2010 This would result in RES Holders getting locked into perpetual Preference Shares with no

reset date and with no rights to request either redemption or conversion of their shareholding whilst still

initially receiving the same fixed interest margin as the RES of 1.2 percent with one time margin step

up to 2.2 percent at the step up date being ten years after the Preference Shares issue date

By approving the Proposal RES Holders would receive higher rate of return through an increase in the

interest margin from 1.2 percent to 4.0 percent under the Amended RES implying more appropriate

market risk premium for this type of investment under the current market environment As such it is

more likely
that the Amended RES will trade closer to par than existing RES or existing Preference

Shares if issued providing RES Holders the opportunity to exit their investment on market at more

favourable terms Furthermore by approving the Proposal the Amended RES Holders would retain the

right to request exit from some or all of their holdings at any reset date and have an additional right to

request conversion following the occurrence of an acquisition event

Whilst there are disadvantages when comparing the Amended RES to the RES with regards to change in

the investment horizon the initial Reset Date being deferred from 2010 under the RES to 2019 under the

Amended RES and change in the investment risk profile no longer secured by or subject to

portfolio of short dated AAAf rated securities similar disadvantages would eventuate if the Proposal is

not approved and lAG exercises its right to exchange the RES into Preference Shares

Therefore on balance we consider the advantages of the Proposal to outweigh the disadvantages and as

such the Proposal to be in the best interests of RES Holders

We have set out below and throughout this report the principal matters we have considered in forming

our opinion

Advantages

Higher rate of return

Over the last two years global debt and equity markets have experienced significant challenges resulting

in material increase in the cost of capital general decline in the risk appetite of investors such as

acceptable gearing levels and reduction in both liquidity
and access to capital across most markets In

particular credit spreads have widened significantly since issuance of the RES Recently credit spreads

have started to recover slightly as illustrated in Section 5.1 Figure of this report

Under the terms of the RES the interest payment is based on the three-month Bank Bill Rate plus fixed

interest margin of 1.2 percent As result of the significant widening in credit spreads the interest margin

of 1.2 percent fixed on issuance of the RES in 2005 no longer reflects an appropriate
market risk premium

for this type of investment under the current market environment
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Though JAG could amend the current RES margin on the next reset date being 15 March 2010 lAG

outlined in the Explanatory Statement that it will exercise its nght under the terms of the RES to

exchange the RES into Preference Shares by 15 March 2010 if the Proposal is not approved This would

result in RES Holders getting locked into perpetual Preference Shares with no reset date and with no

rights to request
either redemption or conversion of their shareholding whilst still initially receiving the

same fixed interest margin as the RES of 1.2 percent with one time margin step up to 2.2 percent at the

step up date being ten years after the Preference Shares issue date

If the Proposal is approved RES Holders will receive Amended RES with an initial interest margin of 4.0

percent including franking credits which is significantly higher than the current RES interest margin of

1.2 percent Amended Preference Shares would also benefit from this increased interest margin as they

would initially bear dividends at the Amended RES margin which applies at the time of exchange It is

noted that the Amended RES margin may be reset within the terms outlined in the Explanatory Statement

on any reset date with the first reset date being 16 December 2019

Given that lAG will exchange the RES into Preference Shares if the Proposal is not approved and that

JAG is not under any legal obligation to increase the interest margin as part
of the proposed amendments

any increase in the interest margin from current levels would prima facie be favourable to RES Holders as

they would receive higher rate of return on their investment

Even though an assessment as to the faimess of the proposed interest margin of the Amended RES is not

required for assessing whether the Proposal is in the best interests of the RES Holders we have conducted

comparables analysis to assist RES Holders in considering whether the proposed rate of return on the

Amended RES would more appropriately reflect current market conditions which in tom may assist the

Amended RES to trade closer to par than the existing RES

Based on our analysis of listed comparable financial instruments issued by financial institutions as set out

in Appendix it is evident that the proposed rate of return on the Amended RES provides more

appropriate market risk premium for this type of investment under the current market environment

Factors which need to be considered in forming this view include

The proposed rate of return on the Amended RES may be benchmarked on the basis of grossed-up

running yields defined as the latest annualised coupon payment including franking credits relative to

the corresponding current market price observed for listed comparable financial instruments

An appropriate market risk premium will largely be driven by the credit rating of the financial

instrument and the underlying issuer In particular there are three securities issued by Suncorp

Metway Limited and one recently
issued by AMP Group Finance Services Limited of similar credit

rating to that of the Amended RES Based on market data at 19 October 2009 these securities are

trading on grossed-up running yield of 5.8 percent to 7.3 percent

Based on the proposed initial interest margin of 4.0 percent for the Amended RES and three-month

Bank Bill Rate of 3.9 percent at 19 October 2009 the equivalent grossed-up running yield on the face

value of the Amended RES would be 7.9 percent which is at the upper end of the range observed for

comparable financial instruments with similar rating
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LAG currently has on issue listed Reset Preference Shares RPS which are trading at or around par

and paying fixed frankable semi-annual coupon of 5.63 percent equivalent to grossed-up

running yield of 7.8 percent The underlying credit characteristics and risks of the RPS and the

Amended RES are considered to be broadly comparable apart from RPS having much shorter

maturity and therefore may be used as an indicator for pricing Amended RES

Commonwealth Bank of Australia CBA recently issued $2.0 billion of Perpetual Exchangeable

Resaleable Listed Securities PERLS as part of its Non-innovative Residual Tier Capital CBA

is currently rated AA by SP and the PERLS received an rating from SP The interest

margin on the PERLS is 3.4 percent over the three-month Bank Bill Rate with distributions to be

discretionary frankable and non-cumulative The initial conversion date is expected to be

approximately five years from the issue date of 14 October 2009

None of the listed comparable financial instruments match exactly the unique credit characteristics

and risks of the Amended RES Therefore consideration should be given to the following when

benchmarking the proposed rate of return on the Amended RES against the grossed-up running yields

observed for comparable financial instruments

An appropriate market risk premium will largely be driven by the credit rating of the financial

instrument and the underlying issuer with lower rated financial instruments requiring higher

interest margins

New issues such as the announced PERLS issue by CBA generally imply pricing premium

whilst the Proposal is not considered typical new issue as it is only addressed to existing RES

Holders

Amended RES having longer duration to the next reset date than most comparable financial

instruments

Amended RES are floating rate securities and therefore are subject to greater interest rate risk

than fixed rate securities

pricing premium is expected for general insurance issuers relative to bank issuers

pricing premium is expected to be required for placing issues of larger volume

The comparability of the teims and risks associated with each financial instrument in particular

the redemption and conversion rights assigned to the issuer and holders of the securities

Global debt and equity markets have been highly volatile over the past two years and market

conditions may change rapidly which in tum may affect the appropriateness of market risk premiums

currently observed for comparable financial instruments In particular credit spreads are declining

since mid 2009 indicating first signs of recovery in global debt markets and base interest rates such

as BBSW are considered to be at historical lows and are more likely to increase if the recent

recovery of global economies tums out to be sustainable
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As illustrated in Section 5.1 Figure of this report the trading performance of RES has been at

significant discount to face value since early 2008 reflecting the global
financial crisis in debt and equity

markets and the subsequent widening of credit spreads observed on comparably rated financial

instruments The recent increase in the
trading price

of RES from its lows in March 2009 reflects the

general decline in credit spreads since mid 2009 and is indicative of the first signs of recovery in global

debt markets The impending reset date at 15 March 2010 also provides RES Holders the opportunity to

request redemption for some or all of their RES It is noted that the increased
volatility

in the trading

price
of RES was based on relatively low trading volumes indicating that trading in RES has been

relatively illiquid

Among other factors the trading performance of RES is largely driven by the underlying coupon yield

including franking credits relative to coupon yields
offered by comparable financial instruments Under

the terms of the RES the coupon payment is based on the three-month Bank Bill Rate plus fixed

interest margin of 1.2 percent As result of the significant widening in credit spreads the interest margin

of 1.2 percent fixed on issuance of the RES in 2005 no longer reflects an appropriate market risk premium

for this type of investment under the current market environment as discussed above

Based on our analysis
of listed comparable financial instruments issued by financial institutions as set out

in Appendix we have included the below figure which shows the latest coupon yield including

franking credits on these instruments the credit rating and the current trading price of these instruments

compared to face value in order to illustrate the correlation between trading performance and coupon

yields

Fiaure Listed comparable financial instruments issued by financial institutions
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A-I

WBcPB
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Octabe 2009

Trading performance likely to improve

120%

110%

lee%

90%

80%

70%

60%

50%

3.0%

Coupon

10.0%
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In relation to the figure above it is noted

Financial instruments with comparably higher coupon yields are more likely to trade closer to or

above par e.g Westpac Banking Corporation issued convertible preference shares in June 2006 July

2008 and April 2009 with interest margins of 1.0 percent 2.4 percent and 3.8 percent respectively

whereas only the most recent issue is currently trading above par

Most of the financial instruments currently trading close to or above par have been issued over the

past two years at comparably higher interest margins reflecting the general widening in credit

spreads as result of the global financial crisis

Most of the financial instruments that have been issued before the
general widening in credit spreads

are currently trading at significant discount to face value unless their interest margin has been reset

since issuance to more appropriately reflect current market conditions

Provided that financial instruments have similar coupon yield the higher rated financial instrument

is expected to trade closer to par

Provided that financial instruments trade at similar discount/premium to face value the higher rated

financial instrument is expected to generate lower coupon yield

Based on the proposed initial interest margin of 4.0 percent for the Amended RES and three-month

Bank Bill Rate of 3.9 percent at 19 October 2009 the equivalent coupon yield of the Amended RES

would be 7.9 percent and it would be more likely that the Amended RES will trade closer to par than

existing RES or existing Preference Shares if issued It is noted that the RPS issued by lAG at

coupon yield of 8.0 percent are currently trading
around par

Other factors apart
from the coupon yield and credit rating that may influence the trading price

include the duration of the financial instrument the underlying base interest rate risk and the terms

and risks associated with each financial instrument in particular the redemption and conversion rights

assigned to the issuer and holders of the securities

By approving the Proposal RES Holders would receive higher rate of return on the Amended RES

implying more appropriate market risk premium for this type of investment under the current market

environment as discussed above As such it is more likely that the Amended RES will trade closer to

par than
existing

RES or Preference Shares if issued and overtime there is the prospect of the

Amended RES may be trading at or above par as credit spreads and interest rates may improve favourably

for RES Holders Furthermore the proposed amendments may result in the Amended RES being viewed

as more attractive investment than
existing

RES or existing Preference Shares if issued which may

improve trading liquidity in Amended RES and in turn would provide the RES Holders the opportunity to

exit their investment on market at reasonable terms without having to wait until the next reset date in

order to exercise their redemption/conversion rights

RES Holders retain right to request conversion

If the Proposal is not approved JAG will exercise its rights under the terms of the RES to exchange the

RES into Preference Shares by 15 March 2010 This will result in RES Holders receiving perpetual
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Preference Share with no reset date and with no rights to request either redemption or conversion of their

shareholding By approving the Proposal Amended RES Holders and Amended Preference Shareholders

if issued would retain the right to request
exit from some or all of their holdings at any reset date and

have an additional right to request conversion following the occurrence of an acquisition event The first

reset date on the Amended RES is expected to be 16 December 2019

Disadvantages

Change in investment horizon

RES are perpetual reset exchangeable securities that were issued in 2005 by JAG Finance NZ key

term of the existing RES provided RES Holders with the opportunity to request redemption of their RES

at the first reset date being 15 March 2010 If the Proposal is approved RES Holders will be governed by

the Amended RES terms Under the Amended RES terms the first reset date will be deferred to 16

December 2019 upon which Amended RES Holders will have the opportunity to request conversion of

their Amended RES

RES Holders who wish to exit from their investment may prefer the option of redeeming their RES at the

reset date of 15 March 2010 instead of approving the Amended RES Under this scenario the redemption

would occur at face value subject to sufficient Portfolio proceeds available upon realisation In

particular this option may appear attractive as RES Holders could currently realise their investment in

RES through trading on ASX only at significant discount to face value As such approval of the

Proposal may disadvantage existing RES Holders who were seeking to exit their investment in RES at 15

March 2010

However if the Proposal is not approved lAG will exercise its right under the terms of the RES to

exchange the RES into Preference Shares and RES Holders would not be able to request redemption on

15 March 2010 nor achieve face value As result RES Holders would receive perpetual Preference

Share with no reset date no right to request either redemption or conversion and with terms that are not

aligned to current market conditions As such the Preference Shares would likely trade below face value

and RES Holders may only exit their investment on ASX at discount to face value

By approving the Proposal it is expected that the increased interest margin under the Amended RES

would account for the change in investment horizon and may assist the Amended RES to trade at level

closer to face value than the existing RES which may provide RES Holders with more attractive option

to exit their investment on ASX

Change in investment risk profile

Under the terms of the existing RES JAG Finance NZs obligations are secured over Portfolio for the

benefit of RES Holders The Portfolio solely consists of high quality short-dated fixed interest securities

rated AAAf by SP with interest payments to RES Holders being largely dependent upon there being

sufficient distributable income from the Portfolio In the event that lAG Finance NZ is wound up RES

would be automatically redeemed at face value subject to there being sufficient Portfolio proceeds

available upon realisation

If the Proposal is approved Amended RES Holders will not be secured by or subject to the Portfolio and

would receive interest payments sourced from the issuer instead of the Portfolio which would be subject

to both the discretion of the JAG Directors and no APRA conditions existing in respect of the relevant

interest payment date Upon the winding up of the issuer Amended RES would be exchanged
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automatically into Amended Preference Shares and the issuers
obligations

would not be secured by

recourse to any assets and will be subordinated to all creditors

As result RES Holders may prefer the risk profile of the RES to that of the Amended RES However if

the Proposal is not approved lAG will exercise its right under the terms of the RES to exchange the RES

into Preference Shares The Preference Shares would expose RES Holders to broadly similar risk profile

to that of the Amended RES

Other consideralions

No adverse lax implications

lAG Finance NZ has engaged Mallesons Stephen Jaques to provide general outline of the Australian

taxation consequences for holding the Amended RES and the Amended Preference Shares LAG Finance

NZ has also applied to the ATO for class
ruling

in relation to the Proposal The class
ruling covers

Australian income tax and CGT consequences arising from approval of the Proposal and holding and/or

sale of the Amended RES and the Amended Preference Shares According to the taxation letter outlined

in the Explanatory Statement the Proposal will have no adverse tax implications for RES Holders

JAGs regulatory capital position would strengthen

Should the Proposal be approved the Amended RES will qualiIy as Tier Capital on Level basis and

strengthen the minimum capital requirements MCR multiple of the level group from 1.79 as at 30

June 2009 to 2.03 on pro-forma basis as detailed in the Explanatory Statement If the Proposal is not

approved JAG will exercise its right to exchange the RES into Preference Shares It is expected that if

issued the Preference Shares will qualiI as Tier Capital on Level basis which would result in

similar MCR improvement as if the Proposal is approved

Even though the Amended RES will quality as Innovative Tier Capital not all of the Amended RES

will count towards the groups Innovative Tier Capital on the amendment date due to the current limit

on the groups Innovative Tier Capital capacity The surplus portion of the Amended RES will initially

count towards the groups upper Tier Capital and will be treated as Innovative Tier Capital when there

is additional capacity The outcome will be similar if the proposal is not approved and the Preference

Shares are issued

ASX listing

Should the Proposal be approved the Amended RES will continue to be listed on ASX under the code

lANG If the Proposal is not approved JAG will exercise its right to exchange the RES into Preference

Shares The Preference Shares will also continue to be listed on ASX Either altemative will retain the

options and flexibility available to RES Holders through listing on ASX

SP rating

The RES are currently rated A- by SP If the Proposal is approved it is expected that the Amended RES

will remain at credit rating of A- by SP and therefore there should be no adverse impact on its trading

performance and
liquidity

If the Proposal is not approved JAG will exercise its right to exchange the

RES into Preference Shares It is expected that if issued the Preference Shares will also receive rating

of A- by SP
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JAG retain rights of exchange

Should the Proposal be approved lAG will retain the right to exchange the Amended RES into Amended

Preference Shares at any time This right is consistent with the current exchange terms available to LAG

under the RES

Implications the Proposal is not approved

As stated previously if the Proposal is not approved JAG will exercise its right
under the

existing
RES

terms to exchange the RES into Preference Shares governed by the existing Preference Share terms by 15

March 2010 This would result in

RES Holders not being able to exercise their right under the existing RES terms to request

redemption at the reset date at 15 March2010

RES Holders receiving one Preference Share for each RES held at exchange The Preference Shares

are expected to continue trading on ASX Unlike the Amended Preference Shares the issue price of

the Preference Shares would be subject to the redemption amount on the existing RES which may be

less than $100 subject to the proceeds from the Portfolio upon real isation

RES Holders receiving Preference Share with fixed interest margin of 1.2 percent This interest

margin is significantly below that observed for JAGs already listed Reset Preference Shares RPS
and other comparable financial instruments issued by financial institutions as set out in Appendix

RES Holders receiving perpetual Preference Share with no reset date with the only opportunity for

an increase in the interest margin being one time margin step up to 2.2 percent at the step up date

being ten years after the Preference Shares issue date

RES Holders retaining no rights to request
either redemption or conversion of the Preference Shares

RES Holders only being able to exit an investment in Preference Shares on market through the ASX
As the fixed interest margin is significantly below that observed for comparable financial

instruments the Preference Shares are likely to trade at discount to face value with further

implication also being that trading in Preference Shares may be rather illiquid

RES Holders receiving Preference Share that is not secured by or subject to the Portfolio On the

winding up of JAG Preference Shareholders would rank behind policy holders and creditors of lAG

equally with existing preference shares and in priority to ordinary shareholders Further an exchange

into Preference Shares exposes RES Holders to both the specific business risks of the JAG group and

the
general

risks associated with the
general

insurance industry This risk
profile

is broadly similar to

that under the terms of the Amended RES

2.2 General advice

In forming our opinion we have considered the interests of RES Holders as whole This advice

therefore does not consider the financial situation objectives or needs of individual RES Holders It is not
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practical or possible
for us to assess the implications of the Proposal on individual RES Holders as their

financial circumstances are not known to us

The decision of the RES Holders as to whether or not to approve the Proposal is matter for individuals

based on amongst other things their risk profile liquidity preference investment
strategy

and tax

position Individual RES Holders should therefore consider the appropriateness of our opinion to their

specific circumstances before acting on it

The Explanatoty Statement contains taxation advice with regard to the Proposal We refer RES Holders to

this advice We note that we do not seek to advise individual RES Holders on the taxation effects of the

Proposal on their own specific
circumstances

As an individuals decision to vote for or against the Proposal may be influenced by their particular

circumstances we recommend that individual RES Holders including residents of foreign jurisdictions

seek their own independent professional advice

2.3 Other mailers

Our opinion is based solely on information available as at the date of this report as set Out in Appendix

We note that we have not undertaken to update our report for events or circumstances arising after the

date of this
report

other than those of material nature which would impact upon our opinion We refer

readers to the limitations and reliance on information section as set Out lfl section 4.3 of our report

This report has been prepared solely for the purpose of assisting the RES Holders in considering the

Proposal We do not assume any responsibility or liability to any other party as result of reliance on this

report for any other purpose

All currency amounts in this report are denominated in Australian dollars unless otherwise stated All

expenses estimated in this report include any non-recoverable goods and services tax unless otherwise

stated

Neither the whole nor any part of this report or its attachments or any reference thereto may be included

in or attached to any document other than the Explanatory Statement to be sent to the RES Holders

without the prior written consent of KPMG as to the form and context in which it appears KPMG

consents to the inclusion of this report in the form and context in which it appears in the Explanatory

Statement

The above opinion should be considered in conjunction with and not independently of the information set

out in the remainder of this report including the appendices

Yours faithfully

Ian Jedlin Diana DAmbra

Executive Director Executive Director
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Financial services guide

Dated 22 October 2009

KPMG Corporate Finance Aust Pty Ltd ABN 43007363215 KPMG or we or us or our as

appropriate has been engaged to issue general financial product advice in the form of report to be

provided to you

Financial Services Guide

In the above circumstances we are required to issue to you as retail client Financial Services Guide

FSG This FSG is designed to help retail clients make decision as to their use of the general financial

product advice and to ensure that we comply with our obligations as financial services licensees

This FSG includes information about

Who we are and how we can be contacted

The services we are authorised to provide under our Australian Financial Services Licence

Licence No 246901

Remuneration that we and/or our staff and any associates receive in connection with the general

financial product advice

Any relevant associations or relationships we have

Our complaints handling procedures and how you may access them

Financial services we are licensed to provide

We hold an Australian Financial Services Licence which authorises us to provide financial product

advice in relation to

Interests in managed investments schemes excluding investor directed portfolio services

Securities such as shares and debentures

We provide financial product advice by virtue of an engagement to issue report in Connection with

financial product of another person Our
report

will include description of the circumstances of our

engagement and identil the person who has engaged us You will not have engaged us directly but will

be provided with copy of the report as retail client because of your connection to the matters in respect

of which we have been engaged to report

Any report we provide is provided on our own behalf as financial services licensee authorised to

provide the financial product advice contained in the report

General Financial Product Advice

In our report we provide general financial product advice not personal financial product advice because

it has been prepared without taking into account your personal objectives financial situation or needs

You should consider the appropriateness of this general advice having regard to your own objectives

financial situation and needs before you act on the advice Where the advice relates to the acquisition or

possible acquisition of financial product you should also obtain product disclosure statement relating

to the product and consider that statement before making any decision about whether to acquire the

product
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Benefits that we may receive

We charge fees for providing reports These fees will be agreed with and paid by the person who

engages us to provide the report Fees will be agreed on either fixed fee or time cost basis

KPMG is entitled to receive fee of $50000 excluding GST for the preparation of this report

Except for the fees referred to above neither KPMG nor any of its executive directors directors

employees or related entities receive any pecuniary benefit or other benefit directly or indirectly for or

in connection with the provision of the report

Remuneration or other benefits received by our employees

All our employees receive salary Our employees are eligible for bonuses based on overall productivity

but not directly in connection with any engagement for the provision of report

Referrals

We do not pay commissions or provide any other benefits to any person for referring customers to us in

connection with the
reports

that we are licensed to provide

Associations and relationships

Through variety of corporate and trust structures KPMG is controlled by and operates as part of

KPMGs Australian professional advisory and accounting practice the KPMG Partnership Our

executive directors may be partners in the KPMG Partnership

From time to time KPMG the KPMG Partnership and/or KPMG entities related to the KPMG

Partnership may provide professional services including audit tax and financial advisory services to

financial product issuers in the ordinary course of its business

KPMG and the KPMG Partnership provide audit and other advisory services to JAG and its affiliated

entities KPMGs remuneration for the provision of these services is disclosed in lAGs Annual Report

KPMGs preparation of this report
is not inconsistent with ASICs guidance on independence of

experts

set out in Regulatory Guide 112 The services provided by KPMG under this IER are also allowable

under JAGs Framework for dealing with appointed auditors firm for other services as the outcome of

this JER will not impact the integrity of the financial statements audited by the KPMG Partnership

In addition to the preparation of this report KPMG has also provided lAG with due diligence services in

relation to the Proposal From time-to-time KPMG and the KPMG Partnership may also undertake

variety
of

professional assignments for JAG or its affiliated entities

As the auditor of lAG all employees of KPMG and the KPMG Partnership are required to meet stringent

independence requirements established under regulatory guidance Employees are restricted from holding

investments in JAG securities and its affiliated entities and this includes individuals involved in the

preparation of this report Neither KPMG or the KPMG Partnership will receive any other benefits

whether directly or indirectly for or in connection with the making of this report

13

56 lAG EXPLANATORY STATEMENT



JAG Finance New Zealand Limited

Independent expert report and Financial services guide

22 October 2009

Complaints resolution

Internal complaints resolution process

As the holder of an Australian Financial Services Licence we are required to have system for handling

complaints from persons to whom we provide financial product advice All complaints must be in writing

addressed to The Complaints Officer KPMG P0 Box H67 Australia Square Sydney NSW 1213

When we receive written complaint we will record the complaint acknowledge receipt of the complaint

within 15 days and investigate the issues raised As soon as practical
and not more than 45 days after

receiving the written complaint we will advise the complainant in writing of our determination

Referral to Exiernal Dispute Resolution Proposal

complainant not satisfied with the outcome of the above process or our determination has the right to

refer the matter to the Financial Ombudsman Service Limited FOS FOS is an independent company

that has been established to provide free advice and assistance to consumers to help in resolving

complaints relating to the financial services industry

Further details about FOS are available at the FOS website www.fos.org.au or by contacting them directly

at Financial Ombudsman Service Limited GPO Box Melboume Victoria 3001 or Toll free

130078 0808 or by Facsimile 03 9613 6399

Contact details

You may contact us using the contact details set out at the top of the letterhead on page of this report
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Overview of the Proposal

RES are perpetual reset exchangeable securities on issue by lAG Finance NZ wholly owned

subsidiary of JAG JAG Finance NZ issued 5500000 RES in 2005 at face value of $100 and raised

$550 million in off-balance sheet capital This capital was secured for the benefit of the RES Holders over

portfolio of short dated securities rated AAAf by Standard Poors SP the Portfolio

JAG Finance NZ is proposing amendments to the existing terms of the RES Key amendments proposed

on the RES include higher rate of return for RES Holders through an increase in the interest margin over

the three-month Bank Bill Rate from 1.2 percent to 4.0 percent and the establishment of an amended

reset date in 2019 that will provide RES Holders with the ability to convert the Amended RES into

ordinary shares or to receive $100 cash at JAGs discretion Further should the Proposal be approved

the Amended RES will quality as Innovative Tier Capital on Level basis that would result in

strengthening of lAG regulatory capital position and increase its minimum capital requirements MCR
multiple from 1.79 at 30 June 2009 to 2.03 on pro-forma basis as detailed in the Explanatory Statement

The Amended RES are also expected to retain the existing Standard Poors credit rating of A- and will

continue to trade as lANG on ASX JAG Finance NZ is also proposing other changes to the existing

terms of the RES and the Preference Shares to align the terms with current market practices for similar

Tier Capital instruments

The proposed amendments will only come into effect if 75 percent or more of the votes cast at the RES

Holder meeting including proxies are in favour of the Proposal If the Proposal is approved JAG

Finance NZ and JAG propose to enter into deed with the trustee of the Portfolio that will have the

effect of amending and restating the RES Trust Deed the terms of the RES and the Preference Shares as

at the amendment date As such RES Holders will continue to hold RES but they will be governed by the

Amended RES terms If the Proposal is approved JAG Finance NZ will terminate the management of

the Portfolio on the amendment date and the trustee will release the RES Holders security over the

Portfolio The Portfolio proceeds will then be immediately available for JAGs use

If the Proposal is not approved then JAG will exercise its right under the terms of the RES to exchange

the RES into Preference Shares These Preference Shares are governed by the terms of the RES and RES

Holders will receive one Preference Share for each RES with the Preference Shares expected to continue

trading on ASX under the code lANG

Further details of the Proposal are provided in the Explanatory Statement

Scope of the report

4.1 Purpose

There is no statutory requirement for the preparation of this IER However the directors of JAG Finance

NZ and JAG have requested KPMG to prepare this report on the basis of an assessment as to whether

the Proposal is in the best interests of the RES Holders

Regulatory Guide RG Ill Content of expert reports as issued by the Australian Securities and

Jnvestments Commission ASIC provides guidance on the content of an expert report
and how an expert

can help security holders make informed decisions about transactions
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RG 111 specifically provides recommended approach for control transactions demergers and

demutualisations approval of sale of securities under item of s61 of the Corporations Act and

compulsory acquisitions and buy-outs It does not however provide recommended approach for

proposals of this nature In our opinion the Proposal is most similar to that of demerger and

demutualisation as it does not involve

change in the underlying economic interests of security holders

change of control

Selective treatment of different security holders

RG 111.33 states that in the absence of these factors the issue of value may be of secondary importance

and the expert should provide an opinion as to whether the advantages of the transaction outweigh the

disadvantages RG 111.34 states that if the demerger or demutualisation involves scheme of

arrangement and the expert concludes that the advantages of the transaction outweigh the disadvantages

the
expert

should say that the scheme is in the best interests of the members

As such where the advantages of the Proposal are considered to outweigh the disadvantages the Proposal

will be in the best interests of the RES Holders

4.2 Basis of assessment

We have considered the following factors in determining whether the Proposal is in the best interests of

RES Holders

The proposed changes to the terms and conditions of the RES

The implications for RES Holders if the Proposal is approved

The trading price and liquidity of the RES

Yields on hybrid securities with similar characteristics

The taxation implications of any amendment of terms

Other advantages and disadvantages

Implications if the Proposal is not approved

4.3 Limitations and reliance on information

In preparing this report and arriving at our opinion we have considered the information detailed in

Appendix of this report Nothing in this
report

should be taken to imply that KPMG has verified any

information supplied to us or has in any way carried out an audit of the books of account or other records

of either lAG JAG Finance NZ or the Portfolio for the purposes of this report
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We note that an important part of the information base used in forming our opinion is comprised of the

opinions and judgements of management We have held discussions with JAGs management in relation

to the RES the intention to exchange existing RES into Preference Shares the terms of the Preference

Shares the terms of the Amended RES and the specific risks and opportunities that arise under the

options outlined This type of information has been evaluated through analysis enquiry and review to the

extent practical However such information is often not capable of external verification or validation

However it is our view that all material information that we have relied upon in forming our opinion is

reasonable for that purpose

We have no reason to believe that any material facts have been withheld from us but do not warrant that

our inquiries have revealed all of the matters which an audit or extensive examination might disclose The

statements and opinions included in this report are given in good faith and in the belief that such

statements and opinions are not false or misleading

The opinion of KPMG is based on prevailing market economic and other conditions at the date of this

report Conditions can change over relatively short periods of time Any subsequent changes in these

conditions could impact upon our opinion We note that we have not undertaken to update our report for

events or circumstances arising after the date of this report other than those of material nature which

would impact upon our opinion
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RES are perpetual reset exchangeable securities on issue by JAG Finance NZ wholly owned

subsidiary of JAG JAG Finance NZ issued 5500000 RES in 2005 at face value of$100 and raised

$550 million in off-balance sheet capital This capital was secured for the benefit of the RES Holders over

Portfolio of short dated securities rated AAAf by Standard Poors Although the RES did not qualit

as Tier Capital the terms of the RES provided JAG with
certainty

of having access to Tier Capital due

to JAG being able to exercise its rights to exchange the RES into Preference Shares at any time

particularly in market conditions that are less favourable or less certain than current market conditions

Such circumstances could include severe fall in equity markets or major catastrophes that are beyond

the limits of JAGs reinsurance arrangements Upon issue of the RES to RES Holders they commenced

trading on ASX on 12 January 2005

5.1 Hisloricalperformance

Interest payments

RES Holders receive franked quarterly non cumulative floating rate of interest that is based on the

three-month Bank Bill Rate plus fixed interest margin of 1.2 percent in accordance with the terms of the

RES The historical yield on three-month Bank Bill Rate and the interest yield on the face value of RES

since issue in 2005 are shown in the below figure

Figure Three-month Bank Bill Rate and RES interest yield

Source iRES

The above figure shows the significant decline in three-month Bank Bill Rate in late 2008 as result of

the expansionary monetary policy adopted by the Reserve Bank of Australia that increased the money

Replacement Prospectus dated 29 November 2004
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flow within the Australian banking system This was in response to the global financial crisis in debt and

equity markets and recessionary developments in key global economies

The above figure illustrates that interest payments on RES are primarily driven by movements in the

three-month Bank Bill Rate Under the terms of the RES the RES interest payment is calculated on the

first business day of each quarterly interest period resulting in month lag between the interest

assessment and the interest payment As such significant movements in the three-month Bank Bill Rate

will be reflected in the RES interest yield with the same delay

Trading performance

The figure below details the trading performance of RES since listing on 12 January 2005 based on the

daily volume weighted average price VWAP and the volume of trading in RES

Figure RES daily VWAP and trading volume

Source tRESS

The above figure illustrates that the daily VWAP of RES was relatively stable around face value over the

period to 31 December 2007 Since that date the daily VWAP of RES has been highly volatile reflecting

the global financial crisis in debt and equity markets and the subsequent widening of credit spreads

observed on comparably rated financial instruments The recent increase in the trading price of RES from

its lows in March 2009 reflects the general decline in credit spreads since mid 2009 indicating first signs

of recovery in global debt markets and the impending reset date at 15 March 2010 providing RES

Holders the opportunity to request redemption for some or all of their RES It is noted that the increased

volatility
in the trading price of RES was based on relatively low trading volumes indicating

that
trading

in RES has been relatively illiquid
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To illustrate the correlation between the trading performance of RES and general movements in credit

spreads in the market we have included the below figure which shows by way of example the trend in

credit spreads of corporate bonds over the swap rate since issuance of RES in 2005

Fieure Credit sureads of corDorate bonds over the swap rate

Source Bloomberg

Note Credit opreode repr0000t irodiog to 3yeor coporote hood with credit rotiog betwee AAA oodBBB over the coop rote with osioilco

durotio

The above figure shows that credit spreads in general increased significantly since the end of 2007 This

general widening of credit spreads was not reflected in the interest margin applicable to the RES as the

interest margin is fixed at 1.2 percent according to the terms of the RES As result RES is likely to

trade at discount to face value as long as comparably rated financial instruments trade at significantly

larger credit spreads Accordingly the recent recovety in the RES trading price
is to some extent

explainable by the recent general decline in credit spreads
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Liquidity analysis

An analysis of the volume of trading in RES including the VWAP for various periods to 19 October 2009

is set out in the table below

month $92.20 $83.50 $88.83 140032 2.5%

months $92.20 $74.20 $84.18 347651 6.3%

6months $92.20 $60.00 $77.65 621657 11.3%

12 months $92.20 $51.00 $74.45 888834 16.2%

lltES

In relation to the table above it is noted

The one week VWAP to 19 October 2009 was $90.40 with traded high of $92.20 and low of

$88.00

The three month VWAP to 19 October 2009 was $84.18 with traded high of $92.20 and low of

$74.20

The 12 month VWAP to 19 October 2009 was $74.45 with traded high of $92.20 and low of

$51.00

We note that trading in RES over the period outlined above has been relatively illiquid with general

decline in
trading volume since listing

in 2005 Factors that may have influenced the trading volume in

RES include

RES trading at discount to face value

Comparable hybrid securities may have more attractive terms including interest margins

Composition of the RES Holder base

The impending reset date at 15 March 2010 and the rights held by RES Holders at this date to redeem

RES at face value subject to the Porffolio proceeds upon realisation

5.2 Key terms

Summarised below are the key terms of the RES

RES are perpetual reset exchangeable securities trading as lANG on ASX

Issued at face value of $100 with credit
rating

of A- by SP

RES are not recognised as regulatory capital by APRA unless exchanged into Preference Shares
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JAG Finance NZs obligations are secured over Portfolio for the benefit of RES Holders The

Portfolio
solely

consists of high quality short-dated fixed interest securities rated AAAf by SP

In the event that lAG Finance NZ is wound up RES will be automatically redeemed at face value

subject to sufficient Portfolio proceeds available upon realisation

Interest payments are franked quarterly non cumulative and floating being based on three-month

Bank Bill Rate plus an interest margin of 1.2 percent

Interest payments are subject to there being sufficient distributable income from the Portfolio Further

interest payment tests and distribution restrictions are detailed in the Explanatoiy Statement

RES do not participate in any upside potential inherent in the Portfolio regarding interest payments

and proceeds upon realisation

The RES provide the following key rights

RES Holders have the right to request redemption for some or all of their RES at any reset date

or at any time if trigger event such as default tax regulatoiy or acquisition event occurs

The first reset date on the RES is 15 March 2010 Further explanation of RES Holder rights are

detailed in the Explanatory Statement

JAG has the right to exchange RES into Preference Shares at any time Further the issuer may

decide at its discretion to resell redeem or convert the RES based upon RES Holders

redemption request Further explanation of the issuers rights are detailed in the Explanatory

Statement

The full terms of the RES are detailed in the Explanatory Statement and the Prospectus

5.3 Intention to exchange into Preference Shares

lAG Finance NZ has proposed amendments to the terms of the RES to create Amended RES which

would be recognised as regulatory capital by APRA as detailed in the Explanatory Statement If the

Proposal is not approved JAG will exercise its
rights

under the
existing

RES terms to exchange the RES

into Preference Shares by 15 March 2010 This exchange is consistent with the objectives of the RES

detailed in the Prospectus that RES will provide the Group with the flexibility and certainty to access

regulatory Tier Capital The Preference Shares are fully paid preference shares in the capital of JAG

Summarised below are key terms that change from the RES to the Preference Shares

Preference Shares will be issued by lAG instead of lAG Finance NZ and will not be secured by or

subject to the Portfolio They will be ranked behind all creditors and policyholders equally with

existing preference shareholders of JAG and in priority to ordinary shareholders

If issued the Preference Shares will qualify as Innovative Tier Capital on Level basis
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Preference Shareholders will receive dividend payments sourced from lAG instead of the Portfolio

which will be subject to both the discretion of the JAG Directors and no APRA conditions existing in

respect of the relevant dividend payment date Further explanation of these dividend payment tests

are detailed in the Explanatory Statement

The Preference Shares provide the following key rights

Preference Shareholders have no right to request either redemption or conversion

JAG as the issuer has the right to redeem the Preference Shares for cash or convert them into

ordinary shares after the tenth anniversary of the Preference Shares or if trigger event such as

tax regulatory or acquisition event occurs Further explanation of the issuers rights are detailed

in the Explanatory Statement

Summarised below are key terms that are similar between the RES and the Preference Shares

The Preference Shares credit rating is expected to remain A- by SP and will continue to be quoted

on ASX under the code lANG

Dividend payments are franked quarterly non cumulative and floating being based on three-month

Bank Bill Rate plus an interest margin of 1.2 percent equivalent to the RES terms However the

interest margin on Preference Shares will
step up once to 2.2 percent at the step up date being ten

years after the Preference Shares issue date

The full terms of the Preference Shares are detailed in the Explanatory Statement and the Prospectus

5.4 Key investment risks

Risks spec/Ic to R.ES Holders

Summarised below are key potential risks specific to the holding of the RES

security held within the Portfolio might default on interest payments or fail to repay principal when

due The RES Holder may bear the loss in such circumstances as default or realised loss could

reduce the value of the Portfolio per RES to less than $100 Further this could result in reduction in

interest income earned on the Portfolio resulting in reduction in available distributable income to

RES Holders

loss or decline in the value of the Portfolio may result in the RES trading below face value of$l00

As RES are issued by lAG Finance NZ rather than JAG the
rights

of RES Holders rank separately

to the rights of holders of securities issued by JAG and JAG does not guarantee or provide other

credit support for RES

Under the existing RES terms JAG has the right to exchange the RES into Preference Shares at any

time which would change the investment profile of RES holders as summarised below
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Risks spec j/Ic to Preference Shareholders

Should the proposed amendments to the RES not be approved by RES Holders lAG will exercise its

rights under the existing RES terms to exchange the RES into Preference Shares Summarised below are

key potential risks specific to the holding of the Preference Shares

Under the current RES structure JAG Finance NZs obligations are secured over the Portfolio for

the benefit of RES Holders If the RES were exchanged by JAG for Preference Shares the Preference

Shares would not be secured by the Portfolio On the winding up of JAG Preference Shareholders

would rank behind
policy

holders and creditors of lAG equally with
existing preference shares and in

priority to ordinary shareholders

The value of an investment in Preference Shares will be influenced by the financial position and

operating performance of LAG and not subject to the perfonnance of the Portfolio In the event of

shortfall of funds on winding up there is risk that Preference Shareholders will not receive full

return of the issue price or any dividend declared but unpaid at that time

Risks common to both RES Holders and Preference Shareholders

Summarised below are key potential risks common to the holding of both RES and Preference Shares

Fluctuations in interest rates may result in either the interest payments on the RES or the dividend

payments on the Preference Shares being less attractive when compared to the rates of return

available on comparable securities issued by either JAG or other entities

The trading price of either the RES or Preference Shares may be influenced by various factors

including interest rates movements in Australian and international equity and debt markets and

economic conditions within regional and global economies

Despite the RES and Preference Shares being listed on ASX trading may be limited or only possible

at significant discounts to the original issue price of$lOO if insufficient liquidity exists in the market

The credit rating of either the RES or Preference Shares may be at risk as result of changes in the

operating performance or capital structure of the lAG group which may affect the
trading price

and

liquidity of RES and Preference Shares

Exposure to both the specific business risks of the JAG group and the general risks associated with

the
general

insurance
industry

which are outlined in detail in the Explanatory Statement and

Prospectus

Further risks associated with the holding of both RES and Preference Shares are detailed in the

Explanatory Statement and the Prospectus
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Amended RES

Under the Proposal LAG Finance NZ intends to amend the terms of the RES which would primarily

result in the Amended RES paying higher rate of return to RES Holders than under the existing RES

and the Amended RES qualifiing as Lnnovative Tier Capital on Level basis This would result in

strengthening of lAGs regulatoiy capital position with its minimum capital requirement multiple

increasing from 1.79 at 30 June 2009 to 2.03 on pro forma basis as detailed in the Explanatory

Statement APRA requires LAG as general insurer to maintain minimum levels of regulatory capital

and the Amended RES are considered an acceptable form of capital for capital adequacy purposes The

classification of the Amended RES on Level basis primarily means the issuer LAG Finance NZ is

member of group of companies including general insurer where the capital is held within the group

and not the general insurer itself

The proposed amendments to the RES were also intended to align the terms with current market practices

for similar Tier Capital instruments

6.1 Key terms

Summarised below are key terms that change on the Amended RES

Lnterest payments are franked quarterly non cumulative and floating being based on three-month

Bank Bill Rate plus an increased interest margin of 4.0 percent compared to 1.2 percent under the

existing RES At any reset date LAG also has the right to reassess the interest margin on the

Amended RES The first reset date on the Amended RES is expected to be 16 December 2019

Further explanation on how LAG can revise the interest margin is available within the Explanatory

Statement

Amended RES Holders will receive interest payments sourced from the issuer instead of the

Portfolio which will be subject to both the discretion of the LAG Directors and no APRA conditions

existing in
respect

of the relevant interest payment date Further explanation of these interest payment

tests are detailed in the Explanatory Statement

Amended RES will qualif as Tier Capital on Level basis

Amended RES will be issued by LAG Finance NZ and will not be secured by or subject to the

Portfolio Upon the winding up of the issuer Amended RES will be exchanged automatically into

Amended Preference Shares and the issuers obligations will not be secured by recourse to any assets

and will be subordinated to all creditors Unlike the RES there are no events of default under the

Amended RES trust deed

The Amended RES provide the following key rights

Amended RES Holders have the right to request conversion for some or all of their Amended

RES at any reset date or following the occurrence of an acquisition event The first reset date on

the Amended RES is expected to be 16 December 2019 The conferring of these rights to RES

Holders also allows the Amended RES to quali1 as Innovative Tier Capital Further

explanation of Amended RES Holder rights are detailed in the Explanatory Statement
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lAG has the right to exchange Amended RES into Amended Preference Shares at any time

Further the issuer may decide at its discretion to resell redeem or convert the Amended RES

based upon an Amended RES Holders conversion request The main difference to the RES terms

will be that the resale mechanics are being expanded and made more detailed and that the issuers

right arises not only on an acquisition event occurring but upon potential acquisition event

occurring Further explanation of the issuers rights are detailed in the Explanatoiy Statement

Summarised below are key terms that will not change on the Amended RES

Amended RES are perpetual reset exchangeable securities with an unchanged face value of $100 not

subject to the Portfolio proceeds upon realisation

The Amended RES credit rating is expected to remain A- by SP and will continue to be quoted on

ASX under the code lANG

The taxation implications of holding Amended RES JAG Finance NZ has engaged Mallesons

Stephen Jaques to provide general outline of the Australian taxation consequences for holding the

Amended RES and the Amended Preference Shares lAG Finance NZ has also applied to the ATO

for class ruling in relation to the Proposal The class ruling covers Australian income tax and 3ST

consequences arising from approval of the Proposal and holding and/or sale of the Amended RES and

the Amended Preference Shares According to the taxation letter outlined in the Explanatory

Statement the Proposal will have no adverse tax implications
for RES Holders

The fijll terms of the Amended RES are detailed in the Explanatory Statement

62 Amended Preference Shares

Under the Amended RES terms JAG retains the right to exchange the Amended RES into Amended

Preference Shares at any time The Amended Preference Shares are fully paid preference shares in the

capital of JAG

Summarised below are key terms that change on the Amended Preference Shares

Dividend payments are franked quarterly non cumulative and floating being based on three-month

Bank Bill Rate plus an increased interest margin of 4.0 percent compared to 1.2 percent under the

current Preference Shares and subject to the amended dividend payment tests detailed in the

Explanatory Statement

Whilst the terms of the existing Preference Shares do not allow for any reset provisions apart from

one time step up in the interest margin to 2.2 percent ten years after the Preference Share issue date

JAG under the Amended Preference Share terms has the right to reset the interest margin at any reset

date with the first reset date being 10 years after the issue date of the Amended Preference Shares

The issue price and the amount due on redemption of the Amended Preference Shares will be fixed at

$100 rather than being linked to the Portfolio proceeds upon realisation as per the terms of the

existing Preference Shares
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The Amended Preference Shares provide the following key rights

Existing Preference Shareholders have no right to request either redemption or conversion whilst

Amended Preference Shareholders have the right to request conversion for some or all of their

Amended Preference Shares on any reset date or following the occurrence of an acquisition

event Further explanation of the Amended Preference Shareholders rights are detailed in the

Explanatory Statement

lAG as the issuer may decide at its discretion to redeem convert or resell the Amended

Preference Shares upon on Amended Preference Shareholders conversion request The main

difference to the existing Preference Share terms will be that the resale mechanics are being

expanded and made more detailed and that the issuers right arises not only on an acquisition

event occurring but upon potential acquisition event occurring Further explanation of the

issuers rights are detailed in the Explanatory Statement

Summarised below are key terms that will not change on the Amended Preference Shares

The Amended Preference Shares credit rating is expected to remain A- by SP and will continue to

be quoted on ASX under the cede lANG

Amended Preference Shares will be issued by tAG and will not be secured by or subject to the

Portfolio They will be ranked behind all creditors and policyholders equally with existing preference

shareholders of lAG and in
priority to ordinary shareholders

It is expected that if issued the Amended Preference Shares will qualif as Innovative Tier Capital

on Level basis

The full terms of the Amended Preference Shares are detailed in the Explanatory Statement

6.3 Key investment risks

Summarised below are key potential risks specific to the holding of the Amended RES

Under the current RES structure TAG Finance NZs obligations are secured over the Portfolio for

the benefit of RES Holders If the terms of the RES were amended the Amended RES would not be

secured by the Portfolio On the winding up of lAG Amended RES would be automatically

exchanged into Amended Preference Shares that would rank behind policy holders and creditors

equally with existing preference shares and in priority to ordinary shareholders JAG does not

guarantee or provide other credit support for the Amended RES

Under the Amended RES holders would lose all rights associated with the existing RES including

the right to request redemption of the RES at the 15 March 2010 reset date

JAG retains the right under the terms of the Amended RES to exchange the Amended RES into

Amended Preference Shares at any time

27

70 lAG EXPLANATORY STATEMENT



JAG Finance New Zealand Limited

Independent expert report and Financial services guide

22 October 2009

Under the tenns of the Amended RES and Amended Preference Shares the issuer has the right upon

conversion request by the Holder to resell the Amended RES and Amended Preference Shares to

Nominated Purchaser being third
party

with long term counterparty SP rating of not less than

the rating assigned to the Amended RES or the Amended Preference Shares at that time If the

Nominated Purchaser does not pay cash equal to the resale price or the resale otherwise does not

complete the Amended RES or the Amended Preference Shares will not be redeemed converted or

resold on that date Where RES Holder or Preference Shareholder has requested conversion the

issuer or lAG must elect to redeem convert or resell those Amended RES or Amended Preference

Shares at date that is no later than 45 business days from when the resale was originally scheduled

to occur This new timing and option chosen by lAG may be disadvantageous in respect of market

conditions or individual RES Holders circumstances at the time of the conversion redemption or

resale We note that the outcome of this process is not materially different from that under the

existing RES whereby the RES must be redeemed if LAG Finance NZ elects to resell upon RES

Holder redemption request and the RES are not resold

Key risks specific to the Amended Preference Shareholders and the key risks common to both the

Amended RES and the Amended Preference Shareholders are broadly the same as under the terms of the

existing RES and Preference Shares as outlined in section 5.4 of this report
and further detailed in the

Explanatory Statement

Conclusion

In Section of the
report we have had regard to the likely advantages and disadvantages that will emerge

for RES Holders as result of the Proposal as well as the implications if the Proposal is not approved In

our opinion the advantages of the Proposal outweigh the disadvantages and thus we consider the

Proposal to be in the best interests of RES Holders
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Appendix KPMG Disclosures

Qual/lcalions

The individuals responsible for preparing this report on behalf of KPMG are Mr Ian Jedlin and Mrs Diana

DAmbra Each has significant number of years experience in the provision of corporate fmancial

advice including specific advice on valuations mergers and acquisitions as well as the preparation of

expert reports

Disclaimers

It is not intended that this report should be used or relied upon for any purpose other than KPMGs

opinion as to whether the Proposal is in the best interests of the RES Holders KPMG expressly disclaims

any liability to any Investor who relies or purports to rely on the report for any other purpose and to any

other party who relies or purports to rely on the report for any purpose whatsoever

Other than this
report

and the
separate accounting advice neither KPMG nor the KPMG Partnership has

been involved in the preparation of the Explanatory Statement or any other document prepared in respect

of the Proposal Accordingly we take no responsibility for the content of the Explanatory Statement as

whole or other documents prepared in respect of the Proposal

Independence

During the course of this engagement KPMG provided draft copies of this report to management of the

lAG for comment as to factual accuracy as opposed to opinions which are the responsibility of KPMG
alone Changes made to this report as result of these reviews have not changed the opinion reached by

KPMG

Consent

KPMG consents to the inclusion of this report in the form and Context in which it is included with the

Explanatory Statement to be issued to RES Holders Neither the whole nor any part of this report nor any

reference thereto may be included in any other document without the prior written consent of KPMG as to

the form and context in which it appears

Indemnity

lAG has agreed to indemni and hold harmless KPMG the KPMG Partnership and/or KPMG entities

related to the KPMG Partnership against any and all losses claims costs expenses actions demands

damages liabilities or any other proceedings whatsoever incurred by KPMG the KPMG Partnership

and/or KPMG entities related to the KPMG Partnership in
respect

of any claim by third
party arising

from or connected to any breach by you of your obligations

JAG has also agreed that KPMG the KPMG
Partnership

and/or KPMG entities related to the KPMG

Partnership shall not be liable for any losses claims expenses actions demands damages liabilities or

any other proceedings arising Out of reliance on any information provided by you or any of your

representatives which is false misleading or incomplete JAG has agreed to indemnil and hold harmless

KPMG the KPMG Partnership
and/or KPMG entities related to the KPMG Partnership from any such

liabilities we may have to you or any third party as result of reliance by KPMG the KPMG Partnership

and/or KPMG entities related to the KPMG Partnership on any information provided by you or any of

your representatives which is false misleading or incomplete
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Appendix Sources of information

In preparing this report we have been provided with and considered the following sources of information

Final Draft Notice of Meeting and Explanatory Statement 21 October 2009

APRA confirmation regarding recognition of amended reset exchangeable securities RES as

Innovative Tier Capital 21 October 2009

Draft Application for Class Ruling 27 July 2009

Reset Exchangeable Securities Replacement Prospectus 29 November 2004 www.iag.com.au/res

UBS Board Advice August 2009

Major announcements

General

Bloomberg LLP

IRESS Market Technology

Standard Poors Ratings Direct

Australian Financial Review Interest Rate Securities market table

ASX Company announcements

Various broker reports

Various comparable company financial reports

In addition we have held discussions with the management of lAG in relation to the Proposal
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Appendix 3Glossary

Amended Preference Shares Preference shares issued by upon exchange of the

Amended RES

Amended RES Amended Reset Exchangeable Securities

APRA Australian Prudential Regulation Authority

ASX Australian Securities Exchange

BBSW Bank Bill Rate

Explanatory Statement The Explanatoly Statement issued by lAG Finance New
Zealand Limited dated 23 October 2009

Holders Holders of an investment in either RES or Amended RES

lAG Insurance Australia Group Limited

lAG Finance NZ JAG Finance New Zealand Limited

IER Independent Expert Report prepared by KPMG

MCR Minimum capital requirements

Nominated Purchaser Being third party with long tenn counterparty SP rating of

not less than the rating assigned to the Amended RES or the

Amended Preference Shares at that time

Portfolio
portfolio

of high quality short dated fixed interest securities

rated AAAf by SP and secured by JAG Finance New
Zealand Limiteds obligations for the benefit of RES Holders

Preference Shares Preference shares issued by JAG upon exchange of the RES

www.iag.com.au/res

Prospectus The RES replacement prospectus dated 29 November 2004

RES Reset Exchangeable Securities

RPS Reset Preference Shares

SP Standard Poors

YWAP Volume weighted average price
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Ticker TANG

Credit rating A-

Company/Hybrid

Amount issued $550m A$350m A$203m A$170m M144m
Issue Last reset date Jan-05 Jun-07 Apr-09 Dec-98 Sep-06

Price security 91.00 10250 11200 6970 99.60

Facevalue$/security 10000 100.00 10000 100.00 100.00

Margin 1.200% Fixed rate 4.750% 0.750% Fixed rate

Current base rate 3.455% 3.280% 3.280%

Coupon 3.259% 5.630% 8.030% 4.030% 5.068%

Franking Frankable Frankable Unfranked Unfranked Frankable

Grossed-up coupon 4.655% 8.03 5% 8.030% 4.030% 7.240%

Distributions Quarterly Semi-annual Quarterly Quarterly Semi-annual

Next coupon date 5-Dec-09 15-Dec-09 17-Nov-09 15-Nov-09 14-Mar-10

Cony/maturity/step-up 15-Mar-10 15-Jun-12 15-May-14 Perpetual 14-Sep-li

5.115% 7.839% 7.170% 5.782% 7269% 6.795% 5261% 5.896%

yield

Soiirve AYeoiip oiote Aiafrtrnn Fi ae1Re.n1iteeaRek nirnus i.ikel iibk Blooiitheg SPReluige Theet

Note Pwes ottO Ode be 2009

Greeted op gyddeokdotedoe the rerreot Cotipot dforfrookeog erethte where oppheohte ooddwdedby the Prir.e per $100 fore to/to of Sorority

MG Finance New Zealand Limited

independent expert report
and Financial services guide

22 October 2009

Reset it loatingrate Perpetual it

exchangeable preference step-up note floating rate preference

shares notes shares

IAGPA AQNHA SUNHB SUNPA

A/A- A/A- A/BBB A/BBB

date

Grossed-up running

al

preference floating rate preference

shares notes shares

SUNPB NABHA ANZPB

A/BBB AA/A AA/A

A$735m A$2000m A$l080m

Jun-08 Jun-99 Sep-08

97.77 86.10 101.00

100.00 100.00 10000

3.200% 250% 2.500%

3.443% 3.280% 3.455%

4.650% 4.530% 4.169%

Frankable Unfranked Frankable

6.643% 530% 5.955%

Quarterly Quarterly Quarterly

15-Dec-09 16-Nov-09 15-Dec-09

14-Jun-13 Perpetual 15-Jun-14
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Security type Reset Convertible Convertible Perpetual Perpetual Perpetual Perpetual Reset

preference preference preference exchangeable exchangeable exchangeable preference preference

shares shares shares shares shares

Ticker WCTPA WBCPA WBCPB PCAPA CBAPB CBAPA BOQPC BOQPA

Credit rating AA AA AA AA AA AA BBB/BBB- BBBIBBB

Company/Hybrid
Amount issued A$763m A$1036m A$908m A$1166m A$1465m $2000m 5200m $47m

Issue Last reset date Jun-06 Jul-08 Mar-09 Apr-06 Jul-07 Oct-09 Dec-07 Oct-05

PriceS/security 92.90 10002 106.50 18290 193.90 206.00 90.00 101.50

FacevalueS/security 100.00 100.00 100.00 200.00 200.00 200.00 100.00 100.00

Margin 1.000% 2.400% 800% 1.050% 1.050% 3.400% 2.000o Fixed rate

Current base rate 3.353% 3.353% 3.353% 3.537% 3.203% 3.866% 4.180o

Coupon% 3.047% 4.027% 5.007% 3.211% 2977% 5086% 4.326% 5.124%

Franking Frankable Frankable Frankable Frankable Frankable Frankable Frankable Frankable

Grossed-up coupon 4.353% 5.753% 7.153% 4.587% 253% 266% 6.180% 7.320%

Distributions Quarterly Quarterly Quarterly Quarterly Quarterly Quarterly Semi-annual Semi-annual

Next coupon date 31-Dec-09 31-Dec-09 31-Dec-09 06-Jan-10 02-Nov-09 31-Jan-10 15-Apr-10 15-Apr-10

Cony/maturity/step-up 30-Jun-16 26-Sep-13 30-Sep-14 06-Apr-16 31-Oct-12 31-Oct-14 17-Dec-12 15-Oct-10

date

Grossed-up running 4.686% 5.752% 6.717% 5.016% 4.387% 7.266% 6.867% 7.212%

yield

So AS opy Astdrn Fm rnlR m-kt tbI SP RImg Thud

Note 19 Oaob 2009

osdp gld1c.thted th Copo 1dforfrmkrng tht wh pp1cr.bk mdthvddby $100f vh of Soooty

01 Id Id

II IFRI II II RI I\ RI II I\ RII

Ii
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ui
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-I

33



IeI.II4Ie dtI.iiiIc deI.ridc

Security type Perpetual Perpetual step- Perpetual step- Reset

floating rate up preference up preference preference

notes share share shares

Ticker BENHB BENPC BENPB BENPA

Credit rating BBB/Unrated BBB/Unrated BBB/Unrated BRB/Unrated

Company/Hybrid
Amount issued A$75m AS lOOm A$90m A$895m

Issue Last reset date Jul-98 Oct-07 Jun-05 Nov-07

PriceS security
70.00 87.50 8750 10000

Face value security 10000 100.00 100.00 100.00

Margin 000% 750% 1.500% 1.600%

Current base rate 3.280% 800% 455% 7.205%

Coupon 4.280% 3.885% 3.469% 6.164%

Franking Unfranked Frankable Frankable Frankable

Grossed-up coupon 4.280% 5.550% 4.955% 8.805%

Distributions Quarterly Quarterly Quarterly Semi-annual

Next coupon date 30-Nov-09 10-Jan-10 15-Dec-09 01-Nov-09

Cony/maturity/step-up Perpetual 10-Oct-14 15-Jun-15 01-Nov-12

date

Grossed-up running 114% 343% 5663%

yield

Source AS Fr hk1Rk ibk B1oothg SPRng Dea
Note Pv 19 Otob 2009

Godp th Copo 4frdfofrw.kg cdl wh pph.bk ddd byth

$100f fwiv
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NI It IN UI AND AVI AU DY 721 Summary of deeflons

The ssuer and AG are each subject to regular reporbng and The Amended Trust Deed will no longer contain the terms and

disclosure obligations under the Corporations Act and ASX Listing conditior on which

Rules include preparation of yearly and half yearly financial

lAG Portfolio provides guarantee in respect of the Issue
statements and report on the operations of the Issuer and lAG

payment obligations under the Existing HIS terms
respectively during the relevant period together with an audit or

review report by their auditor each of the lsvuer and lAG Portfolio provides security for their

Under ASX Listing Rule 3.1 the Issuer and lAG are under an
payment obligations in respect of the Existing RES including

all provisions collateral to this and
obligation subject to certain exceptions to immediately notify

ASX of any information concerning the Issuer and lAG respectively events of default occur and on which certain representations

of which they are or become aware and which reasonable person are made

would expect would have material effect on the price or value of
Because lAG Portfnhn is not party to the Amended rrust Deed all

securities of the Issuer and lAG respectively You can obtain copies
provisions relating to that entity wil be removed from the Amended

of information released by the Issuer and lAG pursuant to their

reporting and disclosure requirements under the Corporations Act
rus cc

and ASX listing Rules on ASXs website und also on lAG website 722 Summary of remarilng terms

at wwwiagcom au Amended Deed will contain the terms and conditions

UVMA on which

The Deed was executed on 20 November 2004 and amended the Issuer has issued the Amended RLS

on 22 November 2004 and 29 November 2004 If the proposed
the Trustee agrees to act as trustce for the benefit of RES

Amendments are approved the Trust Deed will be amended and
Holders

restated to reflect the Amended RES terms Amended Trust Deed

Accordingly because the Portfolio will be removed from the amounts owing to RES Holders are settled by payment to

Amended RES lerms all provisions concerning the security held RES Holders or the trustee and

by the trustee over the Portfolio and lAG Portfolio Limited the

manager of the Portfolio will be deleted
RES Holders will have subordinated claim against lAG if

lAG fails to issue the Amended Preference Shares upon
The parties to Anrended Deed will be the Issuer lAG and the an Exchange

ustee lAG Portfolio will not be party to the Amended Trust Deed
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ADDITIONAL INFORMATION

7.2.3 RemaIning terms

Rights and liabilities of the Trustee

The rights and liabilities of the Trustee will be set out in the

Amended Trust Deed

The Amended Trust Deed also limits the responsibility and liability

of the Trustee under the Transaction Documents to the amounts

available to it as Trustee except in circumstances where it has

acted negligently or fraudulently or where there has been gross

or willful breach of its obligations under the Transaction Documents

Removal and resignation of the Trustee

The Issuer may remove the Trustee by giving not less than 30 days

notice in writing Where the Trustee has failed to perform any

obligations under the Transaction Documents within 14 days from

delivery of notice requiring remedy the Issuer may immediately

remove the Trustee by giving notice in writing

The Trustee may retire as Trustee by giving the Issuer not less

than 30 days notice in writing The Trustee must immediately

retire if an insolvency event has occurred in respect of it in its

personal capacity

However the Trustees appointment will not cease until an approved

replacement trustee has been appointed by the Issuer

Where after 60 days notice of removal or retirement the Issuer

has not appointed replacement trustee the Trustee may nominate

replacement

Fees and indemnities

lAG must pay to the Trustee such fees as agreed between them

The Issuer and lAG each indemnifies the Trustee against liabilities

costs and expenses incurred in exercising its powers as Trustee

other than in relation to certain taxes on the Trustees remuneration

or in circumstances where the Trustee has acted negligently or

fraudulently or where there has been gross or willful breach of

its obligations under the Transaction Documents

No events of default

There are no events of default under the Amended Trust Deed

This is required so that the Amended RES will qualify as

Innovative Tier Capital

The Trustee and RES Holders agree and acknowledge this and

that they have no right to accelerate the Amended RES initiate an

administration or proceedings for the winding-up of the Issuer or

lAG or appoint receiver or receiver and manager to the Issuer or

lAG for non-payment of any amount owing under the Amended

Trust Deed

Application of moneys

The parties to the Amended Trust Deed agree that any amounts

received in respect of the amounts owing under the Amended Trust

Deed are to be applied promptly as follows

first equally and rateabiy among themselves in payment

of any liabilities costs charges and expenses incurred in

relation to Amended RES due and payable and unpaid to the

Trustee or Service Provider under any relevant Transaction

Document

second on an Interest Payment Date equally and rateably

among themselves in payment of any Interest Payment due

in respect of Amended RES to the RES Holders or the

Trustee

third on Realisation Date equally and rateably among

themselves in payment of any Redemption Amount due in

respect of Amended RES to the RES Holders or the Trustee

or in the case of Conversion to lAG in payment of the

Ordinary Share Issue Price and

fourth any remaining amount to or as directed to the Issuer

Statutory obligations of the Issuer and the Trustee

The Trust Deed describes the statutory obligations of the issuer

and the Trustee according to Chapter 2L of the Corporations Act

in relation to offers of debentures

Failure to issue Amended Preference Shares

Under the Amended Trust Deed if lAG fails to issue an Amended

Preference Share when required by an Exchange then the

Trustee and the affected RES Holder agree that they have no claim

against the Issuer for that failed Exchange that the failure does

not constitute repudiation or other breach of the Amended

RES Terms or the Trust Deed by the Issuer or lAG entitling the

RES Holder to be relieved of its obligations in connection with the

Exchange and that any claim of the RES Holder in respect of RES

in that case will be limited to

an order for specific performance that lAG issue the Amended

Preference Shares according to the Amended RES Terms or

such monetary claim on lAG which the RES Holder would have

had if the Amended Preference Shares had been issued in

accordance with the Amended RES Terms

This monetary claim ranks junior to the claims of all lAG Senior

Creditors in that

all claims of lAG Senior Creditors must be paid in full before

the claims of the RES Holders are paid and

until the lAG Senior Creditors have been paid in full the

RES Holders must not claim in the winding-up of lAG in

competition with the lAG Senior Creditors so as to diminish

any distribution dividend or payment which but for that

claim the lAG Senior Creditors would have been entitled

to receive

so that the RES Holder receives in respect of the claim the same

amount it would have received if the Amended Preference Shares

had been issued in accordance with the Amended RES Terms

Power to amend Amended Trust Deed

The Issuer and the Trustee may jointly amend the Amended Trust

Deed at any time by written agreement

if the Issuer and the Trustee believe the amendment is formal

or technical made to cure ambiguity or errors expedient to

enable Amended RES to be listed or retain listing on stock

exchange and not considered by the Trustee to be materially

prejudicial to RES Holders interests as whole necessary

to comply with the provision of any statute or requirement

of statutory authority or to evidence the succession of

another person to the Issuer

if such amendment is authorised by Special Resolution

in any case where such amendment is considered by the

Trustee not to be materially prejudicial to the interests of RES

Holders as whole or

in respect of any time period stated required or permitted in

connection with any notice required for Redemption

Conversion Resale or Exchange
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7.2.4 CopIes of documents

The Issuer will provide copy of the following documents free

of charge to any RES Holder who requests copy

the form of the Amended Trust Deed and

the Amended RES Terms and the Amended Preference Share

Terms not marked to show changes from the Existing RES

and Existing Preference Shares

These documents may be obtained by request from the Issuer

at the addresses on the inside back cover of this Explanatory

Statement

7.3 ASIC RELIEF

ASIC has granted the Issuer relief from the on-sale provisions

contained in section 707 of the Corporations Act The relief

confirms that any Amended Preference Shares or Ordinary Shares

issued on Exchange or Conversion of the Amended RES or any

Ordinary Shares issued on Conversion of the Amended Preference

Shares may be subsequently on-sold without any further disclosure

to investors

7.4 ASX RELIEF

ASX has confirmed that

following implementation of the Amendments the terms of

the Amended RES and the Amended Preference Shares will

continue to be appropriate and equitable for the purposes

of Listing Rule 6.1

following implementation of the Amendments the Amended

RES will not be considered preference securities for the

purposes of Listing Rules 6.3 to 6.7 inclusive

neither of the amended reset mechanisms proposed to be

included in the terms of the Amended RES and the Amended

Preference Shares contravenes the requirements of Listing

Rule 6.10

the amendments to the circumstances in which the

divestment of Amended RES and the Amended Preference

Shares may occur are appropriate and equitable for the

purposes of Listing Rule 6.12

the waivers and confirmations granted by ASX to lAG and

the Issuer respectively on 25 November 2004 will continue

to remain in force and effect as applicable following

implementation of the Amendments and

following implementation of the Amendments the Issuer will

continue to satisfy all of the conditions contained in Listing

Rule 1.1 as applicable and that no further application for

quotation of the Amended RES will be required

7.5 ACKNOWLEDGEMENT AND PRIVACY STATEMENT

The Issuer lAG and the Registry may already hold personal

information about any individual RES Holder collected as part of

your original acquisition of the Existing RES or collected to register

your holding If you submit Proxy Form additional information

provided on that form may be used in relation to the meeting of RES

Holders and in administering your Existing RES or Amended RES

as applicable For these purposes your personal information may

be disclosed between the Issuer lAG and the Registry and to their

agents contractors and third party service providers including mail

houses and financial advisers and to ASX and other regulatory

authorities As required under the Corporations Act certain details

of security holders including name and address are held on

public register If you do not provide the information requested

on your Proxy Form the Proxy Form may not be able to be

processed correctly

Under the Privacy Act 1988 Cwlth you may request access to

your personal information held by or on behalf of the Issuer

You can request access to your personal information or obtain

further information about the Issuers management practices

by contacting the Registry or the Issuer If the Registrys record

of your personal information is incorrect or out of date it is

important that you contact the Issuer or the Registry so that

your records can be corrected

7.6 DIRECTORS INTERESTS

None of the Existing RES or other securities in the Issuer are held

by the Directors or any directors of lAG

7.7 NEW ZEALAND RESIDENT WITHHOLDING TAX

To avoid having New Zealand resident withholding tax RWT
deducted at the highest rate RES Holders who are liable to such

withholding i.e New Zealand residents will need to

provide the Issuer with copy of current RWT exemption

certificate or

supply the Issuer with their tax file number and make an

election as to the rate at which RWT is to be deducted

For RES Holders that are companies for New Zealand tax purposes

the rates of RWT for interest are 33% and 39% For other RES

Holders the current rates of RWT for interest are 19.5% 33% and

39% The Taxation Consequential Rate Alignment and Remedial

Matters Bill currently before the New Zealand Parliament contains

proposals to amend these rates with effect from April 2010

7.8 IMPORTANT NOTICE TO U.S SECURITYHOLDERS

Neither the Existing RES nor the Amended RES have been or will

be registered under the U.S Securities Act of 1933 as amended

SecurItIes Act or the securities laws of any state or other

jurisdiction of the United States and accordingly such securities

may not be offered issued sold resold or transferred in the United

States unless an exemption from registration under the Securities

Act and such other securities laws is available

U.S securityholders should note that the proposed transaction

to amend the Existing RES is being effected in accordance with the

laws of Australia In addition the Explanatory Statement and related

materials have been prepared in accordance with the disclosure

requirements of Australia which are different from those of the

United States The financial information included in this Explanatory

Statement has been prepared in accordance with Australian

accounting standards which may not be comparable to the financial

statements of United States companies prepared in accordance

with generally accepted accounting principles in the United States

or U.S GAAP

It may be difficult for you to enforce your rights and any claim you

may have arising under United States federal securities laws since

the Issuer and lAG are located in Australia and the Issuer is acting

through its branch in New Zealand and some or all of their

respective officers and directors are residents of New Zealand

or Australia You may not be able to sue the Issuer lAG or their

respective officers or directors in New Zealand or Australia for

violations of the United States securities laws It may be difficult

to compel the Issuer lAG and their respective affiliates to subject

themselves to United States courts judgment

This Explanatory Statement has not been filed with or reviewed

by the U.S Securities and Exchange Commission or any U.S

state securities authority and none of them has passed upon or

endorsed the merits of the transaction or the accuracy adequacy

or completeness of this Explanatory Statement Any representation

to the contrary is criminal offence
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The following Is glossary of terms used in this Explanatory Statement and the Notice of Meeting and includes terms commonly used

In the general Insurance Industry There is also list of defined terms in clause 1t2 of the Amended RES Terms and clause 112 of the

Amended Preference Share Terms

ABN Australian Business Number

Acquisition Event refers to certain takeovers and schemes of arrangement as set out

for the Existing RES clause i62 of the Existing RES Terms

for the Existing Preference Shares clause 9.2 of the Existing Preference Share Forms

for the Amended RES clause i62 of the Amended RES Terms or

for the Amended Preference Shares clause of the Amended Preference Share Terms

Amended Preference Share fully paid preference share In the capital of lAG issued in accordance with the Amended Preference

Share Forms

Amended Preference Share the full terms of the Amended Preference Shares in Appendix marked to show additions to and

Terms deletions from the Existing Preference Share Terms

Amended RES perpetual reset exchangeable securities issued by the Issuer according to the Prospectus and as

amended per the Amended RES Terms and as described in clause Li of the Amended RLS Terms

The Amended RES will be unsecured notes for the purposes of section 2838E4 of the Corporations Act

Amended RES Terms the full terms of the Amended PES in Appendh marked to show additions to end deletions from the

Existing RES Terms

Amendment Date 15 December 2009

Amendments the proposed amendments to the Existing RES reims and Existing Preference Share Forms as set out

in Appendices and and the Trust Deed as explained in this Explanatory Statement

APRA Australian Prudential Regulation Authority ABN 19 635 55 658
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GLOSSARY

APRA Conditions means

unless APRA otherwise approves in writing

paying the Interest Payment/Dividend as applicable to either the Amended RES or

Amended Preference Shares on the payment date would result in the MCR of the Group

on Level basis not complying with APRAs then current capital adequacy standards as

they are applied to the Group on Level basis at the time or

ii the Interest Payment/Dividend as applicable to either the Amended RES or Amended

Preference Shares on the payment date would exceed Distributable Profits as at the

Record Date for the payment

making the Interest Payment/Dividend as applicable to either the Amended RES or Amended

Preference Shares would result in lAG or the Issuer in the case of Amended RES only

becoming or becoming likely to become insolvent for the purposes of the Corporations Act or

APRA objecting to the Interest Payment/Dividend as applicable to either the Amended RES or

Amended Preference Shares being made on the payment date

as set out in

for the Amended RES clause 16.2 of the Amended RES Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms

The APRA Conditions also apply to any Optional Interest Payment or Optional Dividend

ASIC Australian Securities and Investments Commission

ASX ASX Limited ABN 98008624691

ASX Listing Rules the listing rules of ASX with any modification or waivers in their application to the Issuer or lAG

which ASX may grant

Australian Accounting the accounting standards as defined in section of the Corporations Act

Standards
the requirements of the Corporations Act for the preparation and content of accounts and

generally accepted accounting principles and practices consistently applied in Australia

including any domestically accepted international accounting standards except principles and

practices that are inconsistent with those referred to in paragraph or of this definition

Bank BIll Rate refers to the bank bill rate for an Interest Period or period for payment of Dividend as set out in

for the Existing RES clause 3.1 of the Existing RES Terms

for the Existing Preference Shares clause 2.1 of the Existing Preference Shares Terms

for the Amended RES clause 3.1 of the Amended RES Terms or

for the Amended Preference Shares clause 2.1 of the Amended Preference Share Terms

Business Day business day as defined in the ASX Listing Rules

Ceded to transfer liability in connection with risk or portion of it from the original insurer to the reinsurer

CGU CGU Insurance Limited ABN 27 004 478 371

CHESS Clearing House Electronic Subregister System operated by an associate of ASX

Company Group Event means for any reason that lAG NZ Holdings Limited the holding company of the Groups

New Zealand business ceases to form part of the Group

Conversion refers to conversion of RES or Preference Shares as the case may be into Ordinary Shares as set

out in

for the Existing RES clause 4.1b of the Existing RES Terms

for the Existing Preference Shares clause 3.1b of the Existing Preference Share Terms

for the Amended RES clause 4.1b of the Amended RES Terms or

for the Amended Preference Shares clause 3.1b of the Amended Preference Share Terms

Convert Converted and Convertible have corresponding meanings
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Conversion Number refers to the number of Ordinary Shares to be issued upon Conversion as set out in

for the Existing RES clause 7.2 of the Existing RES Terms

for the Existing Preference Shares clause 3.7b of the Existing Preference Share Ternis

for the Amended RES clause 7.2 of the Amended RES Terms or

for the Amended Preference Share clause 3.10b of the Amended Preference Share Terms

Core Operating Companies means the lAG Entities identified by SP as core operating companies from time to time for the

purpose of assigning lAGs Credit Rating and which are anticipated to be as at the Amendment Date

Insurance Australia Limited CGIJ Insurance Limited lAG New Zealand Limited Swann Insurance Aust

Pty Limited and lAG Re Australia Limited

Corporations Act Corporations Act 2001 Cwlth

CTP compulsory third party insurance which is liability cover that motorists are obliged to purchase

Custodian refers to the custodian of the Portfolio according to the Portfolio Management Agreement

Directors some or all of the directors of the Issuer acting as board

Distributable Portfolio with respect to an Interest Period the Net Portfolio Income for the Interest Period divided by the

income Amount number of Existing RES on issue at the end of the Interest Period

Distributable Portfolio with respect to Realisation Date the Net Portfolio Proceeds divided by the number of Existing RES

Proceeds Amount being Redeemed Converted or Exchanged

Distributable Profits refers to the after tax eamings of the Group as calculated in accordance with

for the Amended RES clause 16.2 of the Amended RES Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms

Distributable Profits Test the test set out in clause 2.3d of the Existing Preference Share Terms which relates to whether

there are sufficient distributable profits in connection with Dividend being paid on the Existing

Preference Shares

Dividend refers to the dividend calculated and payable according to

for the Existing Preference Shares clause 2.1 of the Existing Preference Share Terms and

for the Amended Preference Shares clause 2.1 of the Amended Preference Share Terms

Dividend Payment Date refers to the dates on which Dividends are payable as set out in

for the Existing Preference Shares clause 2.5 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 2.5 of the Amended Preference Share Terms

Dividend Payment Tests refers to the conditions to the payment of Dividends as set out in

for the Existing Preference Shares clause 2.3 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 2.3 of the Amended Preference Share Terms

Dividend Rate refers to rate which is function of the Preference Share Margin Bank Bill Rate and the Tax Rate

as set out in

for the Existing Preference Shares clause 2.1 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 2.1 of the Amended Preference Share Terms

Exchange refers to exchange of Existing RES for Existing Preference Shares or Amended RES for Amended

Preference Shares as set out in

for the Existing RES clause 4.1c of the Existing RES Terms or

for the Amended RES clause 4.1c of the Amended RES Terms

Exchanged has the corresponding meaning
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Exchange Event refers to the exchange events as set out in clause 16.2 of the Amended RES Terms

Existing Preference Share fully paid preference share in the capital of lAG issued in accordance with the Existing Preference

Share Terms

Existing Preference the full terms of the Existing Preference Shares as set out in the Prospectus

Share Terms

Existing RES perpetual reset exchangeable securities issued by the Issuer according to the Prospectus and the

Existing RES Terms and as described in clause 1.1 of the Existing RES Terms The Existing RES are

unsecured notes for the purposes of section 283BH of the Corporations Act

Existing RES Terms the full terms of the Existing RES as set out in the Prospectus

Explanatory Statement this document dated 23 October 2009

Fair Market Yield the yield applicable to security of the relevant class of issuer rating if applicable and tenor

the relevant security as displayed on Bloomberg page FMC or any successor page or

if that yield is not available at that time the yield in respect of the relevant security determined by

the Issuer/lAG as applicable in its absolute discretion as the arithmetic mean of the yields quoted to

it for the relevant security on or about 1O.OOam Sydney time by three leading dealers in the relevant

security as selected by the Issuer/lAG as applicable

Fundamental Tier CapItal fundamental tier capital as defined by APRA

Gross Written Premium or the total premiums relating to insurance policies underwritten by direct insurer or reinsurer during

GWP specified period and measured from the date of attachment of risk and before payment of reinsurance

premiums The attachment date is the date the insurer accepts risk from the insured

Group each lAG Entity which is treated by APRA as forming the Level group of lAG

OST goods and services tax

lAG Insurance Australia Group Limited ABN 60 090 739 923

lAGs Credit Rating means the insurance financial strength rating of the Groups Core Operating Companies as published

by SP which is anticipated to be as of the Amendment Date AA

lAG Directors some or all of the directors of lAG acting as board

JAG Entity lAG and each of its related bodies corporate

lAG Portfolio lAG Portfolio Limited ABN 38 111 769 843

lAG Profits Teat Either or both of the following

there are distributable profits in JAG equal to or greater than the aggregate Interest Payment on

relevant Interest Payment Date or

lAG has paid dividend on any class of its capital in the period of 12 months prior to the

relevant Interest Payment Date

as detailed in clause 3.3b of the Existing RES terms

lAG Senior Creditors means all present and future creditors of lAG whose claims are

entitled to be admitted in the winding-up of lAG and

not expressed to rank equally with or subordinate to the claims of the RES Holders under the

Trust Deed

independent Expert KPMG

Innovative Tier Capital innovative tier capital as defined by APRA

insurance Profit underwriting result plus investment income on assets backing Technical Reserves
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interest Payment refers to an interest payment on the Existing RES or the Amended RES as set out in

for the Existing RES clause 3.1 of the Existing RES Terms or

for the Amended RES clause 3.1 of the Amended RES Terms

interest Payment Date refers to the dates on which interest is payable as set out in

for the Existing RES clause 3.7 of the Existing RES Terms or

for the Amended RES clause 3.7 of the Amended RES Terms

Interest Payment Tests refers to the conditions to the payment of interest as set out in

for the Existing RES clause 3.3 of the Existing RES Terms or

for the Amended RES clause 3.3 of the Amended RES Terms

interest Period refers to periods as set out in

for the Existing RES clause 16.2 of the Existing RES Terms or

for the Amended RES clause 16.2 of the Amended RES Terms

interest Rate refers to rate which is function of the RES Margin Bank Bill Rate and Tax Rate as set out in

for the Existing RES clause 3.1 of the Existing RES Terms or

for the Amended RES clause 3.1 of the Amended RES Terms

issue Credit Rating current opinion of the creditworthiness of an obligor with respect to specific financial obligation

specific class of financial obligations or specific financial program

issue Price $100

Issuer lAG Finance New Zealand Limited ABN 97 111 268 243 acting through its New Zealand branch

Issuer Change of Control has the meaning in clause 16.2 of the Amended RES Terms

Event

issuer Credit Rating forward-looking opinion about an obligors overall financial capacity its creditworthiness to pay its

financial obligations This opinion focuses on the obligors capacity and willingness to meet its financial

commitments as they come due It does not apply to any specific financial obligation as it does not

take into account the nature of and provisions of the obligation its standing in bankruptcy or liquidation

statutory preferences or the legality and enforceability of the obligation In addition it does not take

into account the creditworthiness of the guarantors insurers or other forms of credit enhancement

on the obligation

issuer Notice refers to an issuer notice as defined in

for the Existing RES clause 16.2 of the Existing RES Terms or

for the Amended RES clause 16.2 of the Amended RES Terms

Level level as defined by APRA

Level means level insurance group as defined by APRA from time to time

Liquidation Event refers to certain events as set out in

for the Existing RES clause 16.2 of the Existing RES Terms or

for the Amended RES clause 16.2 of the Amended RES Terms

Liquidation Sum refers to the amount of cash payable to Preference Shareholders if there is return of capital on

winding-up of lAG as set out in

for the Existing Preference Shares clause 4.5 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 5.5 of the Amended Preference Share Terms

Long-tall classes of insurance such as CTP and workers compensation with an average period generally

greater than 12 months between the time when earned premiums are collected and final settlement

of claims occurs
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Material Foreign Subsidiary any member of the Group incorporated and operating as general insurer outside of Australia whose

net premium revenue contributes 10% or more to the consolidated net premium revenue of the Group

MCR minimum capital requirement applicable to the Group as defined by APRA

Net Claims Expense insurance claim losses incurred plus claims handling expenses net of recoveries from

reinsurance arrangements

Net Earned Premium net earned premium is gross earned premium less reinsurance premiums paid

Net Portfolio income the net cash income received on or in respect of the Portfolio in an Interest Period determined by lAG

Portfolio according to the Portfolio Management Agreement and as defined in clause 16.2 of the

Existing RES Terms

Net Portfolio Proceeds the net cash proceeds received on realisation of the Portfolio either in whole or in part depending on

the proportion of the Existing RES being Redeemed Converted or Exchanged less any amount

attributable to Net Portfolio Income for an Interest Period and any amounts owing to the Trustee or

Custodian or receiver as defined in clause 16.2 of the Existing RES Terms

Nominated Purchaser means third party as described in Section 1.12.1 and as set out in clause 16.2 of the Amended RES

Terms and clause 11.2 of the Amended Preference Share Terms

Not Tier Capital net tier capital as defined by APRA

Non-innovative Residual non-innovative residual tier capital as defined by APRA

Tier Capital

Notice of Meeting the notice of meeting accompanying this Explanatory Statement

Optional Dividend refers to an optional dividend as set out in

for the Existing Preference Shares clause 2.8f of the Existing Preference Share Terms or

for the Amended Preference Shares clause 2.8f of the Amended Preference Share Terms

Optional Interest Payment refers to an optional interest payment as set out in

for the Existing RES clause 3.5 of the Existing RES Terms or

for the Amended RES clause 3.5 of the Amended RES Terms

Ordinary Share fully paid ordinary share in the capital of lAG

Ordinary Share issue Price refers to the amount which is calculated according to

for the Existing RES clause 7.1 of the Existing RES Terms or

for the Amended RES clause 7.1 of the Amended RES Terms

Ordinary Shareholder holder of Ordinary Shares

Portfolio refers to the aggregate assets held by the Custodian for lAG Portfolio and managed by the Portfolio

Manager according to the Portfolio Management Agreement

Portfolio Management refers to the portfolio management agreement executed by the Issuer lAG lAG Portfolio the Portfolio

Agreement Manager the Trustee and the Custodian after the date of the Trust Deed

Portfolio Manager means lAG Asset Management Limited ABN 94054 552 046 appointed as portfolio manager

according to the Portfolio Management Agreement

Portfolio Security security included in the Portfolio

Potential Acquisition Event refers to certain incomplete takeover bids and schemes of arrangement as set out in

for the Amended RES clause 16.2 of the Amended RES Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms
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Preference Share refers to notice given to Preference Shareholders as set out in

Exchange Notice
for the Existing Preference Shares clause 33 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 3.5 of the Amended Preference Share Terms

Preference Share issue Date the date on which the Existing Preference Shares/Amended Preference Shares are issued to RES

Holders according to clause of the Existing RES Terms/Amended RES Terms as applicable

Preference Share the issue price of each Existing Preference Share or Amended Preference Share as applicable as set

issue Price out in

for the Existing Preference Shares clause 1b of the Existing Preference Share Terms or

for the Amended Preference Shares clause 1b of the Amended Preference Share Terms

Preference Share Margin the margin on the Existing Preference Shares or Amended Preference Shares as applicable as set

out in

for the Existing Preference Shares clause 2.1 of the Existing Preference Share Terms or

Amended Preference Shares clause 2.1 of the Amended Preference Share Terms as may be

reset according to clause of the Amended Preference Share Terms

Preference Shareholder holder of Existing Preference Shares or the Amended Preference Shares as the context requires

Preference Shareholder refers to notice given in accordance with clause 3.2 of the Amended Preference Share Terms

Conversion Notice

Probability of Sufficiency the estimated probability that the amounts set aside to settle claims will be equal to or in excess of

the amounts eventually paid in respect of those claims This estimation is based on combination of

prior experience and expectations actuarial modelling and judgement APRAs prudential standard GPS

210 requires general insurers to maintain minimum probability of sufficiency of claims reserves of

75% for the purpose of assessing solvency under the Insurance Act 1973 Cwlth

Prospectus the prospectus under which the RES were issued dated 29 November 2004 issued by the Issuer

Proxy Form the proxy form accompanying this Explanatory Statement and the Notice of Meeting

RACV Royal Automobile Club of Victoria RACV Limited ABN 44004060833

Rating Outlook an outlook that assesses the potential direction of long-term Issuer Credit Rating over the

intermediate term typically six months to two years In determining Rating Outlook consideration

is given to any changes in the economic and/or fundamental business conditions It is not necessarily

precursor of rating change or future creditwatch action

Reaiisation Date in respect of the Existing RES the date on which the following can occur

Redemption as set out in clauses 4.25.2 or 6.5 of the Existing RES Terms

Conversion as set out in clauses 5.2 or 6.5 of the Existing RES Terms or

an Exchange the Preference Share Issue Date as set out in clause 16.2 of the Existing

RES Terms

in respect of the Amended RES the date on which the following can occur

Redemption as set out in clauses 5.2 or 6.4 of the Amended RES Terms

Conversion as set out in clause 5.2 or 6.4 of the Amended RES Terms

Resale as set out in clause 4.17 5.2 or 6.4 of the Amended RES Terms or

an Exchange the Preference Share Issue Date as set out in clause 16.2 of the Amended

RES Terms
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Record Date in relation to the Existing RES or Amended RES refers to the date which is seven calendar days

before an Interest Payment Date or the date before the payment of an Optional Interest

payment or such other date as may be determined by ASX as set out in

for the Existing RES clause 16.2 of the Existing RES Terms or

for the Amended RES clause 16.2 of the Amended RES Terms

in relation to the Existing Preference Shares or Amended Preference Shares refers to the date

which is seven calendar days before Dividend Payment Date or the date before the payment of

an Optional Dividend payment or such other date as may be determined by ASX as set out in

for the Existing Preference Shares clause 9.2 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms

Recoveries the amount of claims recovered from reinsurers third parties or salvage

Redeem refers to the process through which

the Existing RES are redeemed by the Issuer as set out in clause 4.1a of the Existing RES

Terms

the Existing Preference Shares are redeemed by lAG as set out in clause 3.1a of the Existing

Preference Share Terms

the Amended RES are redeemed by the Issuer as set out in clause 4.1a of the Amended RES

Terms or

the Amended Preference Shares are redeemed by lAG as set out in clause 3.1a of the

Amended Preference Share Terms

Redemption and Redeemed have corresponding meanings

Redemption Amount in respect of Existing RES the amount payable to Redeem the Existing RES which is subject to

the Distributable Portfolio Proceeds Amount and

in respect of Amended RES $100

Register the official register of Ordinary Shares RPSI and the Existing Preference Shares or Amended

Preference Shares if issued maintained by lAG and the official register of the Existing RES or

Amended RES maintained by the Issuer and includes any subregister established and maintained

under CHESS

Registry Computershare Investor Services Pty Limited ABN 48 078 279 277 or any other registry that the

Issuer and/or lAG appoints to maintain the Register

Regulatory Event refers to certain events as set out in

for the Existing RES clause 16.2 of the Existing RES Terms

for the Amended RES clause 16.2 of the Amended RES Terms

for the Existing Preference Shares clause 9.2 of the Existing Preference Share Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms

Relnsurance insurers pay premiums to other insurers reinsurers to spread their risk or cover major losses from

specific events such as large hailstorms This is called reinsurance

RES Conversion Discount in respect of the Existing RES 2.50% unless changed according to clause of the Existing RES

Terms as set out in clause 7.1 of the Existing RES Terms

RES Holder holder of Existing RES or the Amended RES as the context requires

RES Holder Conversion refers to notice given in accordance with clause 6.3 of the Amended RES Terms

Notice

RES Holder Meeting the meeting of RES Holders convened by the Directors for the purposes of the RES Holders voting on

the resolution set out in the Notice of Meeting

RES Holder Meeting Date December 2009
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RES Margin in respect of the Existing RES 1.20% as determined according to clause 3.1 of the Existing

RES Terms

in respect of the Amended RES until the first Reset Date 4.00% and after that as changed on

any Reset Date according to clause of the Amended RES Terms as set out in clause 3.1 of the

Amended RES Terms

Resale refers to certain resale processes as set out in

for the Existing RES clause 6.7 of the Existing RES Terms

for the Amended RES clause 4.1d of the Amended RES Terms or

for the Amended Preference Shares clause 3.1c of the Amended Preference Share Terms

Resell and Resold have corresponding meanings

Resale Price $100

Reset Date in respect of the Existing RES the first Reset Date is 15 March 2010 and after that each

subsequent Reset Date will occur on the fifth anniversary of the previous Reset Date unless

changed in accordance with clause of the Existing RES Terms as set out in clause 16.2 of the

Existing RES Terms

in respect of the Amended RES the first Reset Date is 16 December 2019 or if that date is not

Business Day the next succeeding Business Day and each subsequent Reset Date will occur

on the first Business Day that is 10 years after the previous Reset Date unless changed

according to clause of the Amended RES Terms as set out in clause 16.2 of the Amended

RES Terms

Residual Tier Capital residual tier capital as defined by APRA

RPSI the $350000000 reset preference shares issued by lAG according to prospectus dated May 2002

Service Provider the Registry in respect of the Amended RES

Shareholders Funds the investment portfolio of assets held in excess of the amount backing Technical Reserves

representing shareholders equity not used in day to day operations

Special Resolution resolution passed at separate meeting of RES Holders or Preference Shareholders by at least 75%

of the votes validly cast by RES Holders or Preference Shareholders as applicable in person or by

proxy and entitled to vote on the resolution

Step-Up Date has the meaning in clause 9.2 of the Existing Preference Share Terms

Swann Insurance Swann Insurance Aust Pty Ltd ABN 80 000 886 680

SP Standard Poors Australia Pty Ltd ABN 62 007 324 852

Tax Act means

the Income Tax Assessment Act 1936 Cwlth or the Income Tax Assessment Act 1997 Cwlth

as the case may be and reference to any section of the Income Tax Assessment Act 1936

Cwlth includes reference to that section as rewritten in the Income Tax Assessment Act 1997

Cwlth and

any other Act setting the rate of income tax payable and any regulation promulgated under it

Tax Event refers to certain events as set out in

for the Existing RES clause 16.2 of the Existing RES Terms

for the Existing Preference Shares clause 9.2 of the Existing Preference Share Terms

for the Amended RES clause 16.2 of the Amended RES Terms or

for the Amended Preference Shares clause 11.2 of the Amended Preference Share Terms

Tax Rate the Australian corporate tax rate applicable to lAGs franking account at the relevant Interest Payment

Date or Dividend Payment Date As at the date of this Explanatory Statement 30% expressed as

decimal
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Taxation Letter the taxation letter from Mallesons Stephen Jaques dated 23 October 2009 in Section

Technical Reserves the investments held to back provisions for outstanding claims including incurred but not reported and

incurred but not enough reported and Unearned Premium net of Recoveries and premium debtors

Tier Capital tier capital as defined by APRA

TIer Capital tier capital as defined by APRA

Transaction Documents the Trust Deed and any other document entered into in connection with it

Trigger Event refers to the occurrence of certain events as set out in clause 6.2 of the Existing RES Terms

Trust Deed the trust deed as amended and restated between the Issuer lAG lAG Portfolio and the Trustee as

summarised in Section 7.2

Trustee Trust Company Fiduciary Services Limited formerly known as Permanent Trustee Company Limited

ABN 21000000 993

Underwriting the process of examining accepting or rejecting insurance risk and classifying those risks accepted

in order to charge an appropriate premium for each accepted risk

Underwriting Expenses those expenses incurred as result of Underwriting activities including risk assessment commission

expenses and other acquisition expenses

Underwriting Result Net Earned Premium less Net Claims Expense less Underwriting Expenses

Unearned Premium premium applicable to the unexpired portion of policys earned premium liability Premium that

has not been recognised in the income statement and is identified in the balance sheet as an

unearned premium liability The unearned premium liability is to meet the costs including the claims

handling costs of future claims that will arise under current general insurance contracts and the

deferred acquisition costs that will be recognised as an expense in the income statement in future

reporting periods

Upper Tier CapItal upper tier capital as defined by APRA

VWAP the average of the daily volume weighted average sale prices of Ordinary Shares sold on ASX during

the relevant period as defined in relation to Conversion in the Existing RES Terms Amended RES

Terms Existing Preference Share Terms and the Amended Preference Share Terms

Winding-Up Event refers to an order being made or an effective resolution being passed for the winding-up of party

which is not revoked or set aside within 30 Business Days of such order being made or resolution

passed as set out in clause 16.2 of the Existing RES Terms
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The following copy of the Amended RES Terms is marked to show changes from the Existing RES Terms

Provisions which will be removed by the Amendments are shown with line struck through the middle of the text Provisions which will

be Inserted by the Amendments are shown as underlined All other text Is unchanged by the Amendments

For example In clause 13 the words RES are now show that under the Amended

RES Terms Amended RES are subordinated and unsecured
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RES Terms amended and restated

The following are the amended and restated RES Terms which apply foal RES from and including the Amendment Date

Form Issue Price Face Value and ranking

1.1 Form

RES are perpetual reset exchangeable securities that are Redeemable for cash Convertible into Ordinary Shares and

Exchangeable into Preference Shares according to these RES Terms cm cupplemonted by tho Pricing Supplement

RES are debt obligations of the Issuer in registered uncertificated form constituted under and issued according to the

Trust Deed and take the form of entries in the Register No certificate will be issued to RES Holder unless the Issuer

determines that certificate should be available or is required by any applicable law or regulation lAG does not

auarantee the performance of obligations in respect of RES and has no obligation in resPect of RES exceot as

expressly set out in these RES Terms

1.2 Issue Price and Face Value

Each RES will-be issued at an Issue Price of $100 on the Issue Date and has Face Value of $100

1.3 Ranking

Subject to the Transaction Documents RES are cocured limited rocourcosubordinated unsecured debt obligations of

the Issuer ranking oquallyand according to these RES Terms will rank for oavment in winding-up of the Issuer

equally and without preference among themselves

senior to the claims of holders of ordinary shares of the Issuer and all other claims exPressed to rank iunior to

pan passu with daims expressed to rank equally with RES and

iunior to the claims of all Senior Creditors

RES are unsecured notes for the purposes of section 283BH of the Corporations Act

jf Amendment and restatement of RES Terms

These RES Terms have been amended and restated with effect from and including the Amendment Date To the

extent that claims of RES Holders and rights of the Issuer arise prior to the Amendment Date those daims and rights

will continue to be aoverned bY the Prior RES Terms which applied to those claims and rights other than in resoect of

any security interest which the Trustee held for the benefit of RES Holders under the Prior RES Termsi

Issue and transfer

2.1 Effect of entries In RegIster

Each entry in the Register in respect of RES constitutes

an unconditional and irrevocable undertaking by the Issuer to the RES Holder to make all payments of

principal and interest in respect of that RES according to these RES Terms and

an entitlement to the other benefits given to the RES Holder under these RES Terms in respect of that RES

2.2 RegIster conclusive

An entry in the Register in relation to RES constitutes conclusive evidence that the person so entered is the absolute

owner of that RES subject to correction for fraud or error Except as required by law the Issuer must treat the person

entered in the Register in respect of RES as the absolute owner of that RES

2.3 Transfer

RES Holder may subject to this clause transfer any RES
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by proper ASIC transfer according to the ASIC operating rules

by proper transfer under any other computerised or electronic system recognised by the Corporations Act

under any other method of transfer which operates in relation to the trading of securities on any securities

exchange outside Australia on which RES are quoted and which is applicable to the Issuer or

by any proper or sufficient instrument of transfer of marketable securities under applicable law

The Issuer must not charge any fee on the transfer of RES

2.4 Market obligations

Ihe Issuer must comply with the ASX Listing Rules the ASTC operating rules the Corporations Act and any other

relevant obligations imposed on it in relation to the transfer of RES

2.5 Delivery of instrument

If an instrument is used to transfer RES according to clause 2.3 it must be delivered to the Registrar together with

such evidence if any as the Registrar reasonably requires to prove the title of the transferor to or right
of the

transferor to transfer the relevant RES

2.6 Refusal to register

The Issuer may only refuse to register transfer of any RES if

such registration would contravene the ASX Listing Rules or the ASIC operating rules or

the Corporations Act or any other law or regulation binding on it forbids registration

If the Issuer refuses to register transfer the Issuer must give the lodging party notice of the refusal and the reasons

for it within five Business Days after the date on which the transfer was delivered to the Registrar

2.7 Transferor to remain RES Holder until registration

transferor of RES remains the RES Holder in respect of that RES until the transfer is registered and the name of

the transferee is entered in the Register

2.8 Purchase of RES

Any lAG Entity may subject to having obtained the prior written consent of APRA at any time purchase some

or all of the RES on the ooen market by orivate contract or otherwise and at any price

RES purchased by or for the account of any JAG Entity may be held cancelled or re-sold at the potion of the

Issuer

2.9 Cancellation of RES

All RES which are purchased by or on behalf of any lAG Entity and surrendered for cancellation Pursuant to clause 2.8

above will be immediately cancelled and accordingly may not be reissued or resold

Interest Payments

3.1 Interest Payments

Subject to these RES Terms each RES entitles the RES Holder on Record Date to receive on the relevant Interest

Payment Date an interest payment Interest Payment calculated according to the following formula

Interest Payment
Interest Rate xFace Value

where

Interest Rate expressed as percentage per annum is calculated according to the following formula
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Interest Rate Bank Bill Rate RES Margin

where

Bank Bill Rate expressed as percentage per annum means for an Interest Period the average mid-rate

for bills of term of 90 days which average rate is displayed on Reuters page BBSW or any page which

replaces that page on

in the case of the first Intoroct Period the Issue Date however if that rate is less than 5.50% por

annum then the Bank Bill Rate for the first Interest Period will be 5.50% per annumlnterest Period

commencina on the Amendment Date the Amendment Date and

in the case of any other Interest Period the first Business Day of that Interest Period

or if there is manifest error in the calculation of that average rate or that average rate is not displayed by

10.30 am Sydney time on that date the rate specified in good faith by the Issuer at or around that time on

that date having regard to the extent possible to

the rates otherwise bid and offered for bills of term of 90 days or for funds of that tenor displayed on

Reuters page BBSW or any page which replaces that page at that time on that date and

if bid and offer rates for bills of term of 90 days are not otherwise available the rates otherwise bid

and offered for funds of that tenor at or around that time on that date

RES Margin expressed as percentage per annum means in respect of the period

to but not including the first Reset Date the margin determined under the Beekbuild and stated in

the Pricing Supplement RES Initial Margin4.00% oer annum and

betweenfrom and including the first and any succeeding Reset Ca4esDate to but not including the

Reset Date immediately after that Reset Date the RES Margin determined according to clause

and

expressed as decimal means the Australian corporate tax rate applicable to the franking account of lAG

at the relevant Interest Payment Date and

means in respect of

the first Interest Payment Date the number of days from and including the tssueAmendment Date until but

not including the first interest Payment Date and

each subsequent Interest Payment Date the number of days from and including the preceding interest

Payment Date until but not including the relevant Interest Payment Date

3.2 Franking adjustments

The following provisions aeply in resPect of franking adjustments

If any Interest Payment including an Optional interest Payment is not franked to 100% under Part 3-6 of the

Tax Act or any provisions that revise or replace that Part the Interest Payment will be calculated according

to the following formula

IP
interest Payment

where

IP means the Interest Payment calculated under clause 3.1 or clause 3.5 if applicable subject to clause 3.3

has the meaning given in clause 3.1 and

means the applicable Franking Rate

If an Interest Payment including an Optional Interest Payment has been fully or partially franked under Part

3.6 of the Tax Act but
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the Commissioner of Taxation Commissioner has determined under section 77EA5b of the

Tax Act that any imputation benefit in resoect of that Interest Payment or Optional Interest Payment
is to be denied to RES Holders and

fjj that denial is on account of an act or circumstance which relates to the Issuer or lAG and which is not

the result of any action by RES Holders

then either lAG or if the Issuer so elects the Issuer will use reasonable endeavours to ensure that RES

Holders are not imoacted by the determination of the Commissioner Drovded that if with APRAs orior wntten

approyal lAG or the Issuer decides to pay any amount to RES Holders any such payment will be subiect to

terms and conditions corresponding to the terms and conditions applicable to Interest Payments under these

RES Terms including terms corresponding to clauses 3.3 3.4 and 10.9

The determination by the Commissioner and any Payment under this dause 3.2b will not mean that the

relevant Interest Payment or Optional Interest Payment was not paid for the purposes of these RES Terms
induding clause 3.6 or in determining whether an Exchange Event has occurred or may occur

3.3 Conditions to Interest Payments

Each Interest Payment including an Optional Interest Payment is subject to

the Distributable Portfolio Income Amount atDirectors not having passed resolution which they may pass in

their absolute discretion not to ppy the Interest Payment on the relevant Interest Payment Date and

either or both of the following being sotisflcdno APRA Condition existing in resoect of the relevant Interest

Payment Date

there are at the relevant Interest Payment Date distributable profits in lAG in an amount equal to or

greater than tho amount of the aggregate Interest Payments on all RES or

ii lAG has paid dividend on any class of its capital in the period of 12 months prior to that Interest

Payment Date

If an Interest Payment exceeds the Distributable Portfolio Incomo Amount at the relevant Interest Payment Date that

Interest Payment is duo and will be made only to the extent of the Distributable Portfolio Income Amount and that

payment will satisfy all liability in respect of that Interest Payment No Interest Payment will bo made if the condition to

payment in cJ311r.e 3h if not mft

3.4 Interest Payments are non-cumulative

If all or any part of an Interest Payment is not paid on an Interest Payment Date because of clause 3.3 or any

applicable law

the Issuer has no liability to pay the unpaid amount of the Interest Payment-and -ii

notwithstanding the Issuers discretion to pay an Optional Interest Payment according to clause 3.5 the RES

Holder has

RES Holders have no claim in respect of such non-payments

jj such non-payment does not constitute an event of default as these RES Terms contain no events of

default and

jjfl RES Holders have no right to initiate winding up of an administration in respect of or the

appointment of receiver or receiver and manager to the Issuer for such non-payment

3.5 Optional Interest Payments

If all or any part of an Interest Payment is not paid on an Interest Payment Date because of clause 3.3 the Issuer

may in its absolute discretion but with the prior written approval of APRA and subiect to clause 3.3 on date which it

notifies to RES Holders pay all or any part of the Interest Payment Optional Interest Payment

Notwithstanding the Issuers discretion to pay an Optional Interest Payment according to this clause 3.5 RES Holder

has
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RES Holders have no claim in respect of an Optional Interest Payment

the failure to pay an Optional Interest Payment does not constitute an event of default as these RES Terms

contain no events of default and

RES Holders have no riaht to initiate winding of an administration in resoed of or the appointment of

receiver or receiver and manaaer to the Issuer for such non-payment

An Optional Interest Payment is only payable to those persons registered as RES Holders on the Record Date in

respect of the Optional Interest Payment

3.6 RestrIctions In the case of non-payment

If an Interest Payment has not been paid in fUll within 20 Business Days after the relevant Interest Payment Date

becauce of clauce 3.3b lAG must not without approval of Special Resolution

declare or pay dividend or make any distribution on any capital over which Preference Shares would if

issued rank in priority for participation in profits or

redeem reduce cancel or acquire for any consideration any capital of lAG other than capital ranking equally

with or in priority to Preference Shares hf Preference Shares were issuedi

unless

four consecutive Interest Payments stated to be payable on RES after the Interest Payment Date of the

Interest Payment that has not been paid have been paid in full ec

with the prior written aPProval of APRA an Optional Interest Payment has been paid to all RES Holders equal

to the aggregate unpaid amount of any unpaid Interest Payments which were scheduled to be paid in the 12

months prior to the date of payment of the Optional Interest Payment or

all RES have been Redeemed Converted or Exchanged

3.7 Interest Payment Dates

Subject to this clause Interest Payments other than Optional Interest Payments will be payable in arrears on the

following dates each an Interest Payment Date

each 15 March 15 June 15 September and 15 December commencing on 15 March 200Qj.Q until the

Realisation Date and

the Realisation Date

If an Interest Payment Date is day which is not Business Day then the Interest Payment Date will be the next day
which is Business Day

Redemption Conversion-an4 Exchange and Resale general provisions

4.1 MeanIngs

RedemptIon in respect of RES means the RES is redeemed by the Issuer for the Redemption Amount and

the Redemption Amount is paid in cash to the Trustee on trust for the RES Holder

ConversIon in respect of RES means the RES is redeemed by the Issuer for the Redemption Amount the

Redemption Amount is applied by the Trustee in payment of the Ordinary Share Issue Price and Ordinary

Shares in number calculated according to clause are issued to the RES Holder by lAG

Exchange in respect of RES means the RES is redeemed by the lecuer for the Redemption Amount the

Rodomption Amount ic applied by tho Tructootransferred by the RES Holder to lAG in payment of the

Preference Share Issue Price-aid lAG issues the Preference Share ic iccuod to tho RES Holder by IAGIQ

the RES Holder and lAG and subiect to clause 10.9 the Issuer will agree to deal with the RES as they

decide

Resale in respect of RES means the RES is Durthased by Nominated Purchaser for the Resale Price
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4.2 Winding UpLiauidation Event for the Issuer or lAG Portfolio

Subject to these RES Terms RES are perpetual securities but are automatically Rcdcemable Exchangeable if

Winding UpLiauidation Event occurs in respect of the Issuer or lAG Portfolio Where Winding Upsuch event will be

an Exchanae Event as defined in clause 16.2 Where Liquidation Event occurs in respect of the Issuer or lAG

Portfolio tho Issuer mutt all RES remaining on issue as at that date will immediately and despite anything in clause

or Redeem all RES remaining on issue as at that datebe Exchanged

4.3 Redemption-or1 Conversion or Resale by Issuer

The Issuer may Redeem-oct Convert some-or aEij RES according to clause

4.4 RES Holder RodomptionConversion

RES Holder may request that the Issuer RedeemConvert some or all of their RES according to clause and the

Issuer must subject to lAGs right or obligation to require Exchange according to clause Resell Redeem or Convert

those RES according to clause 66Q

RES Holder has no right to request Resale or ConversionRedemption

4.5 Exchange by lAG

lAG may and upon an Exchange tome orEvent must Exchange all RES according to clause

RES Holder has no right to request Exchange

An Issuer Notice or an Exchange Notice prevails over any RES Holder Redemption Notice in respect of the

came RES to the extent of any inconsistency regardless of which notice is given first

An Issuer Notice or Exchange Notice is subject to clauses 1.6c and irrevocable and once given

censtitutoc promise by the Issuer in the caco of Resale or Redemption and by the Issuer and lAG in the

case of Exchange or Conversion to Resell Redeem Convert or Exchange the RES which are the subject of

that notice except where the notice is revoked according to clause 1.6e or 1.6

An Issuer Notice given according to clause 6.7 is revoked if lAG gives an Exchange Notice no later than

where clause 6.1a applies 25 Business Days before the Reset Date and

ii where clause 6.1b applies 25 Business Days before the Realisation Date

Any Exchange Notice which has bean given is

clause 5.2 before the Preference Share

4j 43-Redemption Amount

If RES are to be Redeemed on the Realisation Date the Issuer must pay to the Trustee on trust for the RES Holder in

respect of each RES which is Redeemed the Redemption Amount Subject to clauses 4.8 and 1.9 the Redemption

Amount is eaual to the Face Value

Payment of Redemption Amount whether on Redemption Conversion or Exchange is subject to the Distributable

Portfolio Proceeds Amount at the relevant Realisation Date If the Redemption Amount exceeds the Distributable

Portfolio Proceeds Amount as at the Realisation Date the Redemption Amount is due and will be paid only to the

extent of the Distributable Portfolio Proceeds Amount

If all or any part of the Redemption Amount it net paid en the Realisation Date because of clause 1.8 payment or

application of the Distributable Portfolio Proceeds Amount en Redemption Conversion or Exchange satisfies all

liability in rosneet of the Redemption Amount the Issuer is released from any liability to oav the amount not paid on
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440-Effect of Redemption Conversion or Exchange

Upon Redemption Conversion or Exchange and payment of any Interest Payment due in respect of RES on the

Realisation Date all other rights conferred or restrictions imposed by that RES will no longer have effect

4.8 4.-1-1-RES Holder to become members

Each RES Holder irrevocably

agrees that any Redemption Amount due upon Conversion or Exchange is to be applied in payment of the

Ordinary Share Issue Price or Preference Sharo Iccue Price ac tho caco may be

upon Conversion or Exchange consents to becoming member of lAG and agrees to be bound by the

constitution of lAG and in the case of Exchange the Preference Shares Terms and

agrees it is obliged to accept the Ordinary Shares or the Preference Share upon Conversion or Exchange
provided in these RES Terms notwithstanding anything which might otherwise affect Conversion or

Exchange induding

any change in the financial position of lAG since the Issue Date

ii any disruption to the market or potential market for the Ordinary Shares or Preference Shares or to

capital markets generally

iii any breach by any lAG Entity of any Transaction Document including the Prior RES Terms

iv the quotation of Ordinary Shares or Preference Shares on ASX beeeme6becorTlirg impossible or

unlikely or

the occurrence of Trigger Evcnt.an Acquisition Event Potential Acquisition Event or Exchange

Event and

aarees to transfer RES to lAG or its nominee in Payment of the Preference Share Issue Price

4.9 442-FaIlure to Convert-of1 Exchange or Redeem

If on Realisation Date Ordinary Shares are not issuedact Preference Share is not issued or the Redemption

Amount is not paid as the case may be for Conversion-o Exchange or Redemption in respect of RES including

because Winding UpLiguidation Event has occurred in respect of IAG

in the case of failed Conversion or Redemption that RES remains on issue until the RES Holder receives

the Ordinary Shares or the Preference Share in recpeot of that RES or the Redemption Amount in each Thic

cIa uce 1.1 2Redemption Amount as applicable and if they are not or it is not received within 20 Business

Days of the Realisation Date an Exchange Event will occur and

in the case of failed Exchange the RES Holder in resoect of that RES aarees that they will have no claim

against the issuer for that failed Exchange that the failure does not constitute repudiation or other breach of

these RES Terms by the Issuer or lAG entitling the RES Holder to be relieved of its obligations in connection

with the Exthanae and that any claim of the RES Holder in resoect of RES in that case will be limited to

ffi an order for secific performance that lAG issue the Preference Share according to these RES

Terms or

Qfl such monetary daim on lAG which the RES Holder would have had if the Preference Share had been

issued in accordance with clause of these RES Terms Such claim on lAG ranks subordinate to

daims of all lAG Senior Creditors as Provided in the Trust Deed

This clause 4.9 does not affect the obligation of lAG to issue the Ordinary Shares or the Preference Share

4jQ 443-Partial Redemption Conversion or ExchangoResale

If some but not all RES are Redeemed Converted or ExthangedResold the Issuer must subiect to clause 4.16 in

each case endeavour to treat all RES Holders on an approximately proportionate basis but may discriminate to take

account of the effect on marketable parcels and other logistical considerations
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4.11 Aooointment of Nominated Purchaser in connection with Resale

The Issuer must appoint one or more Nominated Purchasers for Resale on such terms as may be agreed between

the Issuer and the relevant Nominated Purchaser If the Issuer aDDoints more than one Nominated Purchaser all or

any of RES held by RES Holder which are being Resold may be purchased by any one or any combination of the

Nominated Purchasers as determined by the Issuer

The obligation of Nominated Purchaser to py the aggregate Resale Price on the Realisation Date may be subject to

conditions

The Issuer will reasonably endeavour in light of the circumstances then existing to minimise the conditionality of

Nominated Purchasers obligation to pay the aareaate Resale Price but gives no assurance as to the existence or

details of any such conditions

The Issuer may additionally appoint one or more underwriters in connection with Resale subiect to the reguirements

of dause 4.12 and such underwriter may be substituted as Nominated Purchaser for the purposes of these RES

Terms if and when required by the terms of their appointment

4.12 Identity of Nominated Purchaser

The Issuer may only appoint person as Nominated Purchaser if that person

has undertaken to acQuire the relevant number of RES from the RES Holder for the Resale Price on the

Realisation Date on such terms and subiect to such conditions as the Issuer reasonably determines for the

benefit of each RES Holder

has long term counterparty credit rating from SP of not less than the rating assigned to RES at that time

and

is not an lAG Entity unless otherwise approved in writing by APRA

4.13 Irrevocable offer to sell RES

Each RES Holder is taken irrevocably to offer to sell each RES the subiect of Resale to the relevant Nominated

Purchaser on the Realisation Date for cash amount equal to the Resale Price

4j4 Resale Price

The Resale Price for each RES is an amount in Australian dollars eoual to the Face Value

4.15 Effect of Resale

On the Realisation Date subiect to oavment by the relevant Nominated Purchaser of the aaoreciate Resale Price to

the RES Holders for RES which the Nominated Purchaser is purchasing all right title and interest in such RES

excluding the right to any Interest Payment oavable on that date will be transferred to that Nominated Purchaser and

the RES Holder who sold the RES will be treated as the RES Holder of that RES for the purposes of any Interest

Payment which may be Davable on that date

4.16 RES Terms after Resale

If RES are Resold in accordance with these RES Terms unless otherwise agreed between the Issuer and the

Nominated Purchaser with the Drior written aDDroval of APRA these RES Terms will aIv in all resDects to RES held

by the Nominated Purchaser on and from the Realisation Date including that RES will Convert Exchange or be

Redeemed in accordance with these RES Terms

Notwithstanding any other provision of these RES Terms after RES have been Resold any provision of these RES

Terms as it relates to RES held by the Nominated Purchaser induding without limitation any term relating to

Conversion or Exchange may be amended by aareement between the Nominated Purchaser the Issuer and lAG

without the consent of any other RES Holder but with the prior written aporoyal of APRA

For the purposes of any such amendment RES held by

any Nominated Purchaser whose RES are subiect to such amendment Relevant Nominated Purchaser

and

99



AMENDED RES TERMS

other RES Holders including other Nominated Purchasers whose RES are not subject to such amendment

shall be treated as though they were seParate classes of security so that without limitation where RES are held by

oerson other than the Relevant Nominated Purchasers then

amendments may be made to RES held by the Relevant Nominated Purchaser and

RES held by the Relevant Nominated Purchaser can be Redeemed Exchanaed or Converted

in each case without the consent of or consideration for the interests of any RES Holders other than the

Relevant Nominated Purchaser and without any corresponding amendment Redemption Exchange or

Conversion as the case may be to RES held by other RES Holders Any RES so amended may not be sold

or otherwise transferred to any person other than Nominated Purchaser

RES Holders by virtue of holding RES are taken to have consented to any division of RES into seoarate classes

achieved under this clause 4.16

4ji Effect of faIlure by NomInated Purchaser to av

If Nominated Purchaser does not pay the Resale Price to the RES Holders on the Realisation Date DefaultIng

Nominated Purchaser whether as result of condition to Purchase not being satisfied or otherwise

the Issuer Notice as it relates to RES referable to the Defaulting Nominated Purchaser will be void

those RES will not be transferred to the Defaulting Nominated Purchaser

subiect to paragraph those RES will not Convert be Redeemed or be Resold despite the RES Holder

Conversion Notice or the Issuer Notice which initiated the Resale

the RES Holder will continue to hold those RES until otherwise Redeemed Converted Exchanaed or Resold

in accordance with these RES Terms and

the Issuer

ffi subject to its rights in clauses and to otherwise Exchange Redeem Resell or Convert RES must

Convert Redeem subiect to the prior written aooroval of APRA or Resell those RES in py
combination where RES Holder Conversion Notice has been given respect of the RES referable

to the Defaulting Nominated Purchaser or

in any other case may without preiudice to any other rights of the Issuer under these terms to elect

Conversion Redemption or Resale but subject to clause elect to Convert Redeem subject to the

prior written aDProval of APRA or Resell in any combination all but not some RES referable to the

Defaulting Nominated Purchaser

on date no later than 45 Business Days after the Realisation Date on which Resale was scheduled to occur

by giving notice specifying date to serve as Realisation Date at least 25 Business Days prior to the

rescheduled Realisation Date If on rescheduled Realisation Date Nominated Purchaser does not ppy the

Resale Price as contemPlated by this clause 4.17 including where there isa prior application of this clause

this clause 4.17 shall reapply

4.18 Power of attorney and Irrevocable dIrectIon

Each RES Holder irrevocably

appoints lAG the Issuer and each of their Authorised Officers and any Designated Aaent each an AppoInted

Person severally to be the attorney of the RES Holder and the agent of the RES Holder with Dower in the

name and on behalf of the RES Holder to do all such acts and things including sianina all documents or

transfers and holding and applying monies as may in the opinion of the Appointed Person be necessary or

desirable to be done in order to record or Perfect the transfer of RES held by the RES Holder when reauired

according to Resale Conversion Redemption or Exchange and

authorises and directs the Issuer lAG and each other Appointed Person to make such entries in the Reaister

which lAG considers necessary or desirable to record that transfer of RES on the Realisation Date so that on

such date the absolute beneficial holder of the RES is lAG
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4.19 ImpedIments to Exchanne

If for any reason it becomes impossible or unlawful to effect transfer of any RES on the Realisation Date then on

and from the Realisation Date desoite any other orpyision of these RES Terms

all amounts payable in respect of those RES are payable to lAG

lAG is absolutely beneficially entitled to such moneys

lAG shall issue Preference Shares to the RES Holders on the Realisation Date and

the RES shall be taken to have been Exchanqed accordinoly

Issuer Redemption-or Conversion or Resale

5.1 Redemption-oct Conversion or Resale by Issuer

The

Prior to the occurrence of an Exchanae Event the Issuer may elect to Redeem subject to the prior written aooroval of

APRA or Convert or Resell

all or some RES on any Reset Date

all or some RES at any time if Tax Event or Regulatory Event has occurred

all or some RES at any time if Potential Acquisition Event or an Acquisition Event has occurred or

all but not some only RES at any time if there are less than one million RES on issue

5.2 Issuer Notice

To elect to Redeem-er Convert or Resell according to dause 5.1 the Issuer must give notice Issuer Notice

according to this clause 5.2 The Issuer Notice must

in the case of Redemption-of Conversion or Resale according to clause 5.1a be given no less than 35

Business Days but no more than three months before the Reset Date and state the Reset Date as the

Realisation Date

in any other cacethe case of Redemption Conversion or Resale according to clauses 5.1b or state as

the Realisation Date the last Business Day of the month following the month in which the Issuer Notice was

given unless the Issuer determines an earlier date having regard to the best interests of RES Holders

collectively and the relevant event provided that in the case of Conversion the Realisation Date must be

at least 20 Business Days after the date of the Issuer Notice

in the case of Conversion according to dause 5.1c state as the Realisation Date the earlier of

ffi Business Day reasonably determined by the Issuer to allow holders of Ordinary Shares to

oartidoate in the bid or scheme concemed or such other date as the Issuer may reasonably

determine having reaard to the timing for implementation of the bid or scheme concerned and the

orocess of issuing the Ordinary Shares and

the date which is 50 Business Days after the date on which the Potential Acauisitipn Event or the

Acquisition Event occurred as apolicable or

in either case such later date as APRA may require

in the case of Redemption or Resale according to clause 5.1c state as the Realisation Date date which

is no later than 50 Business Days after the date on which the Potential Acauisition Event or the Acquisition

Event occurred as aoDlicable

fe-if less than all RES are being Redeemed-of Converted or Resold state the proportion of RES to be

Redeemed-er Converted or Resold for each RES Holder
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state the oxpooted Rodomption Amount and

ifi fe3-state whether the Issuer will Redeem-ec Convert RES or Redeem comc RES and Convcrt thc othcr

Sor Resell RES or use combination of Redemption Conversion or Resale in respect of RES which are

the subject of the Issuer Notice

interaction of Issuer Notice and RES Holder Conversion Notice

An issuer Notice given under clause 5.2 prevails over any RES Holder Conversion Notice and any Issuer Notice given

in response to RES Holder Conversion Notice in respect of the same RES to the extent of any inconsistency

regardless of which notice was given first

Effect of issuer Notices

An Issuer Notice is subiect to clause 4.17 dause 5.3 and clause 8.5 irrevocable and once given constitutes

promise by the Issuer in the case of Redemotion or ResaIe and by the Issuer and lAG in the case of Conversion to

Redeem Convert or Resell RES that are subiect of that Issuer Notice

RES Holder RodomptionConversion

6.1 RES Holder RodomptionConversion

RES Holder may request that the Issuer RedeeffiConvell some or all of its RES

on any Reset Date or

atanyt

6.2 Trlggor Evontc

an Intorost Payment is not paid in full for any reason except because of clause 3.3 within 20 Business Days

of the rolevant Interest Paymont Date

Liquidation Event occurs in relation to lAG or Liquidation Event other than Winding Up Event occurs in

relation to the Issuer or lAG Portfolio the occurrence of any Acauisition Event

Ordinary Shares are suspended from trading on ASX for period of 20 consecutive Business Days

IAC makes an announcement to ASX that it intends to cell all or substantially all of its business undertaking

or accote other than to offoct colvont reconstruction or

eA

6.3 TriggorAcauisition Event Notice

If Triggeran Acauisition Event occurs the Issuer must notify RES Holders of the occurrence of that event by

publiehingsendinci notice of the Trigger Event in The Australian era daily financial newspaper in Australia

TriggorAcouisition Event to RES Holders Acquisition Event Notice stating

the particular Trigger

the Trigger Event Date that the Acouisition Event has occurred as soon as practicable after becoming aware

of the applicable TnggorAcouisition Event Any TriggerAcauisition Event Notice once pestishedeive is

irrevocable

6.4-RES Holder RodomptionConversion Notice

To request RedemptionConversion RES Holder must give notice RES Holder RodomptionConversion Notice1
which must

in the case of ReedmptieRCor1verion according to clause 6.1a be given at least 35 Business Days but no

more than 50 Business Days prior to the relevant Reset Date and
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in the case of RedemptionConversion according to clause 6.1b be given no more than 2Oj Business

Days after the date the TnggorAcguisition Event Notice is p4ebl4ete4give

6.4 64-RES Holder Realisation Date

If RES Holder gives RES Holder e4empt iwlin Notice to the Issuer under clause 646 the Realisation

Date on which the Redemption-er Conversion or Resale is to occur is if the RES Holder RedemptionConversion

Notice is given according to

clause 646a the Reset Date immediately following the giving of the RES Holder RedemptionConversion

Notice and

clause 6.1b the Replication Date determined uu Iccuer and notified to the RES Holder being date no

later than 60 Bucineso Dws in1 in the ne nverninn no earlier ... .. Bucinoec Dayc after the date

elects under clause 6.6 to

Convert the earlier of

Business Day reasonably determined by the Issuer that allows holders of Ordinary Shares

to oarticioate in the bid or scheme concemed or such other date as the Issuer may

reasonably determine having regard to the timing for imDlementation of the bid or scheme

concemed and the orocess of issuing the Ordinary Shares and

the date which is 50 Business Days after the date the Acauisition Event Notice is given or

in either case such later date as APRA may recuire or

jfl Redeem or Resell date which is no later than 50 Business Days after the date the Acauisition

Event Notice is given

6.6-RES Holder RodomptionConversion Notices are irrevocable

RES Holder Re4emptlonCoiiversi Notice is irrevocable once given Once RES Holder has given RES Holdere4ejNotice the RES Holder must not deal with transfer or dispose of or otherwise encumber-the

RES the subject of the RES Holder Conversion Notice exceot in accordance with the Redemption Notice Resale

Conversion or Exchanue orocedures

-lssuer Notice as to Redemption-era Conversion or Resale

If the RES Holder gives RES Holder RedomptionConversion Notice the Issuer must unless lAG has given an

Exchange Notice according to clause no later than

where clause 6.1a applies 25 Business Days before the Reset Date and

where clause 6.1b applies 25 Business Days after the TnggerAcguisition Event Notice is bt4shedgje

give an Issuer Notice in relation to each RES the subject of the RES Holder Notice which must

state

that it will do one or more of the following in any combination

cell the RES to third party for an amount ouch that the net oroceedo of cale are at leact eaual to its

Issue Price together with any accrued Internet Paymeriu iiu wuu uiu uut proceeu Lo ui rco
l4olderResell RES on the Realisation Date Rocalo

ii Redeem-the RES on the Realisation Date or

iii Convert the-RES on the Realisation Date

state the Realisation Date according to clause 6ja6.4_A_

elate the expected Redemption Amount

The Issuer may only speclfv that it will Redeem the RES under this clause if it has received the prior written aooroval

of APRA
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If the Issuer fails to give an Issuer Notice according to this clause 76Q it will be taken to have given notice to

Rodoom tho RESConvert RES with the Conversion to occur on the Realisation Date which icdetermined according to

clause 6.4

where 1a applies tho Resot Date immediately following the gMng of tho RES Holder Redemption

Notice and

whoro dauco 6.1b applies

published

By gMng RES Holder Rodomption Notice each RES Holder is irrevocably taken to offer to cell the RES the subject

of the RES Holder Redemption Notice to the relevant third party if the Issuer electe te procure Resale according to

clause 6.7

6.0 Powor of attornov

ach RE
orcon

Conversion actions

7.1 ConversIon actIons

On the Realisation Date in respect of any RES that are to be Converted

the Issuer must give Realisation Date Notice which must state

the Ordinary Share Issue Price being for each Ordinary Share the amount which is calculated

according to the formula

OrdInary Share Issue PrIce VWAP RES ConversIon DIscount

where

VWAP expressed as dollar value means VWAP during the VWAP Period and

RES ConversIon DIscount expressed as decimal means the conversion discount being 0.025 or

ac changed according to clause 0QQ and

ii the number of Ordinary Shares to be issued for each RES on that date according to clause 7.2 and

the relevant RES are Converted

7.2 ConversIon Number

Subject to this clause where lAG must issue Ordinary Shares upon Conversion the number of Ordinary Shares to

be issued for each RES being Converted Conversion Number is calculated according to the following formula

RedemptIon Amount
ConversIon Number

VWAP RES ConversIon DIscount

where

nntirn

nre u1a....

..4.. 4k.

irrevocably appoints lAG the Issuer and each of their Authoriced Officers each an Appointod

severally to be the attomey of the RES Holder and the agent of the RES Holder with power in the name and

on bellalt of the RES Holder to do all such acts and things including signing all documents or transfers as may in the

opinion of the Appointed Person be necessary or desirable to be done in order to record or perfect the transfer of the

RES held by the RES Holder when required according to clause 6.7
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VWAP and RES Conversion Discount each has the meaning given in clause 7.1

7.3 Number of Ordinary Shares

If the total number of Ordinary Shares to be issued to RES Holder on Realisation Date in respect of their

aggregate holding of RES being Converted includes fraction of an Ordinary Share that fraction will be disregarded

7.4 Adjustments to VWAP

For the purposes of calculating VWAP under clause 7.1

where on some or all of the Business Days in the relevant VWAP Period Ordinary Shares have been quoted

on ASX as cum dividend or cum any other distnbution or entitlement and the issue of Ordinary Shares will

occur after that date and those Ordinary Shares no longer carry that dividend or other distribution or

entitlement then the VWAP on the Business Days on which those Ordinary Shares have been quoted cum
dividend or cum any other distribution or entitlement shall be reduced by an amount Cum Value equal to

in the case of dividend or other distribution the amount of that dividend or other distribution

including if the dividend or other distribution is franked the amount that would be included in the

assessable income of recipient of the dividend or other distribution who is both resident of

Australia and natural person under the Tax Act

ii in the case of any other entitlement which is traded on ASX on any of those Business Days the

volume weighted average sale price of all such entitlements sold on ASX during the VWAP Period on

the Business Days on which those entitlements were traded or

iii in the case of an entitlement not traded on ASX during the VWAP Period the value of the

entitlement as reasonably determined by the lAG Directors

where on some or all of the Business Days in the VWAP Period Ordinary Shares have been quoted on ASX

as ex dividend or ex any other distribution or entitlement and Ordinary Shares which are to be issued would

be entitled to receive the relevant dividend or other distribution or entitlement the VWAP on the Business

Days on which those Ordinary Shares have been quoted ex dividend or ex any other distribution or

entitlement shall be increased by the Cum Value and

where the Ordinary Shares are reconstructed consolidated divided or reclassified into lesser or greater

number of securities during the VWAP Period the VWAP shall be adjusted by the Directors as they consider

appropriate to ensure that the RES Holders are in an economic position in relation to their RES that is as

similar as reasonably practicable to the economic position prior to the occurrence of the event that pave rise to

the need for the adiustment and these RES Terms will be construed accordingly

Any such adjustment will promptly be notified to RES Holders

7.5 Ranking of Ordinary Shares

Each Ordinary Share issued on Conversion ranks equally with all other Ordinary Shares

Exchange

8.1 Exchange by lAG

Subject to clauce 8.2 lAG mnv requirethis clause all but not some only RES will be Exchanaed on the Preference

Share Issue Date

mandatorily if an Exchange Event occurs at any time on or before 5.00 pm Sydney time on tho Expiry Date

Exchange or

8.2 Conditions to Exchango

Exchange may happen on up to two oocaciono only provided that on each occacion

....... of Preference Sharoc to bo iccuod dooc not oxcood tho number of RES on iccue at the date ol LIIU

Exchange Notice
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the number of Preference Sharoc to be iccuod by lAG ic minimum of two million and

10000 andat the option of lAG at any time Ogtlonai Exchange

if any RES will romain on iccuo after the Exchango tho number of RES remaining on ii

than two million

8.2 8.3-Exchange Notice

Alf Mandatory Exchange must occur or lAG wishes Optional Exchanae to occur lAG must give notice to RES
Holders an Exchange Notice-must which must in the case of Mandatory Exchange be given as soon as practicable

after the Issuer becomes aware of the Exchange Event and state

the Preference Share Issue Date which must be

ffi where there is an Exchanoe Event which is Liquidation Event the date the event occurs or the next

succeeding Business Day if the date is not Business Day

fjj where there is any other Exchange Event the day 10 Business Days after the Exchange Event or any

earlier date if reauired in writing by APRA or

liiü the Preference Share Iccue Date which muct bowhere there is an Optional Exchange no sooner

than 10 Business Days and no later than 90 Business Days after the date the Exchange Notice is

given

the number of Preference Shares to be issued which will be one Preference Share for each RES being

Exchanged

the Preference Share Initial Margin which will be the RES Margin according to clause 3.1 at the date of the

Exchange Notice a4

the Proforence Share Convorcion Diecount which will be the RES Convercion Diccount according to clauce

7.1 at the date of the Exchange Notice.fpr Mandatory Exchange the details of the Exchange Event and

any information required to be stated by clause 8.4

The lssuers failure to give an Exchange Notice under this clause 8.2 does not affect its or lAGs obligation to

Exchange RES and if it fails to give an Exchanae Notice within five Business Days after it became aware of the

Exchange Event or one Business Day for an Exchange Event which is Liquidation Event it will be taken to have

given the Exchange Notice on the following Business Day specifying the information required by this clause 8.2 and
where aeplicable clause 8.4a

8.3 InteractIon of RES Holder ConversIon Notice and Ogtlonal Exchanoe

If RES Holder RodomptionConversion Notice has been given according to clause 46 in respect of RES jQ
may not give an Exchange Notice may not be given in rcopcct of that RESreguiring Optional Exchange unless the

Exchange Notice is given no later than-where

clauco 6.1a appliocwhere the RES Holder has reauested Conversion on Reset Date 25 Business Days
before the Reset Date and

clauce 6.1b appliccwhere the RES Holder has reauested Conversion following the occurrence of an

Acquisition Event 25 Business Days before the Realisation Date

Interaction of Issuer Notices RES Holder ConversIon Notices and Exchange

If an Exchanae Notice

is given after an Issuer Notice or RES Holder Conversion Notice has been given for that RES and other than

for an Exchange Event lAG Liquidation the Exthane Notice must additionally state

that the Preference Share to be issued in respect of that RES will be Resold Redeemed or

Converted on the Preference Share Exchange Date as specified at lAGs discretion provided that if

an Issuer Notice has already been given whether in resoonse to RES Holder Conversion Notice or

under clause 5.2 the Exchanae Notice must soeclfv that the Preference Shares will be Resold
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Redeemed or Converted as specified in that Issuer Notice or where clause 4.17 applies as specified

in that clause and

jj the Preference Share Exchanae Date for such Resale Redemption or Conversion which will be

the Realisation Date determined according to dause 6.4 as soecifled in the Issuer Notice

which is given under clause 5.2 or where clause 4.17 applies as specified in that clause the

Scheduled Date or

if lAG determines that it is impracticable to use Scheduled Date as the Preference Share

Exchange Date such later date determined by lAG being no later than 50 Business Days

after the Scheduled Date that is the first date commercially practicable to affect the Resale

Redemption or Conversion as aDolicable and

is not given by lAG as reauired so that lAG is taken to have given the Exchanae Notice according to clause

8.2 the Issuer will be taken to have specified in the Exchange Notice that the Preference Shares will be

Converted on Preference Share Exchange Date determined according to clause 8.4aii

Effect on notices where Exchange Event lAG Liquidation

If an Exchanae Notice is given due to an Exchange Event lAG Liquidation the Exchange Notice prevails over any

Issuer Notice or RES Holder Conversion Notice

Exchanae Notice irrevocable

An Exchanae Notice is irrevocable once given and constitutes oromise by lAG to Exchange the RES provided that

an Exchanae Notice reauinna Optional Exchange is revoked if the Issuer gives an Issuer Notice according to clause

5.2 before the Preference Share Issue Date

8.7 4-Exchange actions

On the Preference Share Issue Date in respect of any RES the subject of the Exchange Notice

lAG must give Realisation Date Notice which must state

the Preference Share Iccue Price heina ..... Preference .. .. an amount equal to the

Redemption Amount and

ii if since the date of the Exchange Notice the RES Margin or the RES Convorcion Dicoeunt has been

changed according to clause the Preference Share Initial Margin and the Preference Share

Convercion Diccount as changed accordingly

lAG must complete set of Preference Share Terms by including the Preference Share Iccuc Price

Preference Share Issue Date Preference Share Initial Margin Preference Share Convercion Diccount and

the Bank Bill Rate for the first Dividend Period for the Preference Shares and

the relevant RES are Exchanged

Reset provisions

9.1 Reset of distribution provisions

Subject to elsuse-9 daiises 9.2d the Issuer may on Reset Date change aiyeitIM orajof

the next Reset Date and

the RES Margin for each cucceodingji Interest Period until the nextPenods commencing on and after that

Reset Date-an4

the ru Convercion Diccount

These new terms will apply from and including the relevant Reset Date until but not including the next Reset Date

Any change made by the Issuer under this clause 9.1 must be notified according to clause 94Q. Reset Notice
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Limitations on reset

Unless otherwise aPProved bY APRA in writing any variation in the terms as soecified in the Reset Notice will be

subiect to the following

the next Reset Date must be ten years from the immediately preceding Reset Date and

the RES Margin as specified in the Reset Notice must not exceed the least of

ifi the RES Margin that applied on the previous Reset Date Plus 2.00% oer annum

jjfl 6.00% er annum and

11111 4.00% FR FRG
FP FPG

where

FR is the Fair Market Yield for rated seven year AUD corPorate securities on the Business

Day immediately orior to the day on which the Reset Notice is despatched

FP is the Fair Market Yield for rated seven year AUD coroorate securities on the Amendment

FRG is the Fair Market Yield for Australian aovemment seven year AUD securities on the Business

Day immediately prior to the day on which the Reset Notice is desoatched and

FPG is the Fair Market Yield for Australian aovemment seven year AUD securities on the

Amendment Date and

the RES Margin may not be reset where lAGs Credit Rating on the day the Reset Notice is desoatched is less

than lAGs Credit Rating on the Amendment Date

FOR INFORMATION ONLY APRA has advised the Issuer that as of the Amendment Date while the RES
remain Tier Capital or Tier Capital of the Group it policy is not to approve any reset of the RES Marqin or

Reset Date other than in accordance with the above prescibed limitations The Issuer and lAG have no

control over APRAs policies

For change made under clause 9.1 to be effective the Reset Notice must be sent to the RES Holder no later

than 50 Business Days before the relevant Reset Date

If the Issuer does not send Reset Notice the terms applying at the relevant Reset Date will continue In this

case the next Reset Date will be such that the period to the next Reset Date is lIve years in the case of

the first Reset Date or the same period as measured from the immediately preceding Reset Date in any
other case until the relevant Reset Date

10 Payments subordination and other matters

10.1 CalculatIon of interest Payments and Redemption Amounts

All calculations of payments in respect of RES will be rounded to four decimal places For the purposes of making any

payment in respect of RES Holders aggregate holding of RES any fraction of cent will be disregarded

10.2 DeductIons and gross-up

The Issuer may deduct from any payment payable to RES Holder the amount of any withholding or other tax duty or

levy required by law to be deducted in respect of such payment Tax

If any deduction is required

the Issuer must pay the full amount required to be deducted to the relevant revenue authority within the time

allowed for such payment without incurring penalty under the applicable law and will if required by the RES
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Holder deliver to the RES Holder the relevant receipt issued by the revenue authority if any without delay

after it is received by the Issuer and

subiect to clause 3.3 where the Tax is imposed by the laws of the Commonwealth of Australia New Zealand

or any other iurisdidion in which the Issuer or Substituted Issuer is resident or carries on business or any

oolitical subdivision of any such iurisdiction each Relevant Withholding Jurisdiction the Issuer must pay

an additional amount Additional Amount to the RES Holder so that the RES Holder receives the same

amount in respect of that payment as if no such deduction had been made from the payment except that no

Additional Amount is payable in relation to any payment in respect of RES

to or to third party on behalf of RES Holder who is liable to such Tax in respect of that RES by

reason of the RES Holder having some connection with the Commonwealth of Australia or any

political cubdivicion of tho Commonwoalth of AuctraliaRelevant VVithholding Jurisdiction other than the

mere holding of that RES or receipt of payment on that RES

ii to or to third party on behalf of RES Holder who could lawfully avoid but has not avoided the

deduction or withholding by complying or procuring that any third party complies with any statutory

requirements or by making or procuring that any third party makes declaration of non-residence or

similarcause for exemption to any revenue authority in the place where payment under that RES is

made

iii to or to third party on behalf of RES Holder who is liable to the Taxes in respect of that RES by

reason of the RES Holder being an associate of the Issuer within the meaning of section 28F9 of

the Tax Act or

iv to or to third party on behalf of an Australian resident RES Holder if that person has not supplied

an appropriate tax file number an Australian Business Number or exemption details

This obligation in clauce 10.2b ic not cubjectto clauco 3.3 or 1.8

Where this dause 0.2b applies for the ourooses of considering whether an APRA Condition exists in

resoed of the relevant Interest Payment Date the Additional Amount is considered earL of the Interest

Payment

10.3 No set-off

TheNeither the RES Holder nor the Issuer has epy right to set off any amounts owing by it to the lssueceth against

any daims owing by the issuerother to it

10.4 Time limit for claims

daim against the Issuer for payment according to these RES Terms is void to the fullest extent permitted by

applicable law unless made within five years of the due date for payment

10.5 Manner of payment to RES Holders

An Interest Payment is payable by the Issuer to the RES Holder as provided in this dause 10.5 Redemption

Amount is payable by the Issuer to the Realication Account.Trustee on behalf of the RES Holders The Trustee will

pay from that accountthg moneys as provided in this clause 10.5 subject to the Trust Deed In either cacefl
Resale Price may be paid by the Nominated Purchaser to the RES Holder directly or to the Trustee or an appropriately

licensed Designated Aaent appointed as an Aooointed Person for subseauent disbursement to the RES Holder In all

moneys payable by the Issuer-OF the Trustee or Desianated Aaent to RES Holder may be paid in any

manner the Issuer-er Trustee or Designated Aaent as the case may be decides including

by any method of direct credit determined by the Issuer-er Trustee or Designated Aaent as the case may be
to the RES Holder or RES Holders shown on the Register or to such person or place directed by them

by cheque sent through the post directed to the physical or postal address of the RES Holder as shown in the

Register or in the case of joint RES Holders to the physical or postal address notified to the Registrar for

receipt of such moneys and in default of notification to the physical or postal address shown in the Register

as the address of the
joint

RES Holder first named in that Register or

by cheque sent through the post directed to such other physical or postal address as the RES Holder or joint

RES Holders in writing direct
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10.6 Unpresented cheques

Cheques issued by the Issuer that are not presented within six months of being issued or such lesser period as

determined by the Issuer may be cancelled Where cheque which is cancelled was drawn in favour of RES
Holder the moneysj to be held by the Issuer for the RES Holder as non-interest beanng deposit or paid by the

Issuer according to the legislation relating to unclaimed moneys

10.7 Unsuccessful transfers

Subject to applicable law and the ASX Listing Rules where the Issuer or Trustee

decides that an amount is to be paid to RES Holder by method of direct credit and the RES Holder has not

given direction as to where amounts are to be paid by that method or

attempts to pay an amount to RES Holder by direct credit electronic transfer of funds or any other means

and the transfer is unsuccessful or

has made reasonable efforts to locate RES Holder but is unable to do so

the amount is to be held by the payer for the RES Holder as non-interest bearing deposit until the RES Holder or any
legal personal representative of the RES Holder claims the amount If moneys or equivalent securities payable to the

RES Holder under the RES have not been claimed by the RES Holder or any legal personal representative of the RES
Holder for period of 12 months after first becoming payable those moneys or equivalent securities shall

be paid by the Trustee to the Issuer if the Trustee has actual possession and control of such moneys or

equivalent securities and

become the property of the Issuer

10.8 Payment to joint RES Holders

payment to any one of joint RES Holders will discharge the Issuers liability in respect of the payment

i2 Subordination

Upon Liquidation Event in respect of the Issuer RES will be immediately Exchanged as described in clause 4.2 and

in accordance with clause

Subiect to the immediately preceding oaraqraph the Redemotion Amount and any other amount owing in resoect of

RES uoon winding-up of the Issuer ranks iunior to the claims of all Senior Creditors in that

all daims of Senior Creditors must be paid in full including in resoect of any entitlement to interest under

section 563B of the Coroorations Acfl before the claims of the RES Holders are paid and

until the Senior Creditors have been oaid in full the RES Holders must not claim in the winding uo of the

Issuer in comoetition with the Senior Creditors so as to diminish any distribution dividend or Davment which

but for that claim the Senior Creditors would have been entitled to receive

10.10 No charge

Nothing in this dause 10 shall be taken to

create charge or security interest on or over any right of the RES Holder or

reauire the consent of any Senior Creditor to any amendment of these RES Terms made in accordance with

dause 11

jQfl Acknowledaements and aaroements of RES Holders

Each RES Holder irrevocably acknowledges and agrees

that this clause 10 is debt subordination for the ourooses of section 563C of the Coroorations Act

not to exercise any voting rights as creditor in the winding uo of the issuer
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until after all Senior Creditors have been paid in full or

1jI otherwise in manner inconsistent with the subordination contemplated by this clause 10

that it must oay or deliver to the liquidator any amount or asset received on account of its daim in the winding

uo of the Issuer in respect of the RES Holder in excess of its entitlement under this dause 10

that it must pay or satisfy in full all liabilities then due and oayable to the Issuer in accordance with their

relevant terms before it may receive any amount or asset on account of its claim in the winding-up of the

Issuer in respect of RES but nothing in this clause shall be taken to imply that liability is due and Davable

in accordance with its terms or has not been paid or satisfied in accordance with its terms if that would not be

the case in the absence of this clause 10.11d

fj that the debt subordination effected by this dause 10 is not affected by any act or omission of the Issuer or

Senior Creditor which might otherwise affect it at law or in eouitv or by the winding uP of the Issuer

ffi that RES Holder has no right to aoolv for the Issuer to be wound up or placed in administration or to cause

receiver or receiver and manaaer to be appointed in respect of the Issuer merely on the arounds that the

Issuer does not pay an Interest Payment when scheduled under these RES Terms and

that these RES Terms contain no events of default Accordingly but without limitation failure to pay full for

any reason an Interest Payment on the scheduled Interest Payment Date will not constitute an event of

default

Nothing in this clause 10.11 alters or affects clauses 4.2 or 10.9 of these RES Terms

11 Amendment of these RES Terms

11.1 Amendment without consent

Subject to complying with all applicable laws and with APRAs orior written aporoval the Issuer and the Trustee may
by agreement in writing and without the further consent of RES Holders amend these RES Terms

if the Issuer and Trustee are each of the opinion that the amendment is

of formal minor or technical nature

ii made to cure any ambiguity or correct any manifest en-or

iii expedient for the purpose of enabling RES to be listed for quotation or to retain
listing on any stock

exchange or to be offered for or subscription for sale under the laws for the time being in force in any

place and it is otherwise not considered by the Issuer and the Trustee to be materially prejudicial to

the interests of RES Holders as whole

iv necessary to comply with the provisions of any statute or the requirements of any statutory authority

to evidence the succession of another person to the Issuer and the assumption by any such

successor of the undertakings and obligations of the Issuer under these RES Terms or

vi done according to the Issuers
right

in clause 7.4c or

generally in any case where such amendment is considered by the Issuer and the Trustee not to be materially

prejudicial to the interests of RES Holders as whoIe

in respect of any time period stated reguired or permitted in connection with py notice reauired for

Redemption Conversion Resale or Exchange

11.2 Amendment with consent

Without limiting clause 11.1 the Issuer and the Trustee may with APRAs prior written approval amend these RES

Terms if the amendment has been approved by Special Resolution
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11.3 MoaningoNotificatlon of Amendment to APRA

In thie clauce 11 amond includoc modify cancel alter or add to and

The Issuer will oromotlv notify APRA of any amendments made in accordance with this clause 11

12 Notices

12.1 Form

All notices certificates consents approvals waivers and other communications in connection with RES must be given

in writing signed by or on behalf of the sender and marked for attention as set out or referred to in the Details or if the

recipient has notified otherwise then marked for attention in the way last notified

12.2 Delivery

They must be

left at the address set out or referred to in the Details or

sent by prepaid post airmail if appropriate to the address set out or referred to in the Details or

sent by fax to the fax number set out or referred to in the Details or

given in any other way permitted by law

However if the intended recipient has notified changed postal address or changed fax number then the

communication must be to that address or number

12.3 When effective

They take effect from the time they are received unless later time is specified in them

12.4 Receipt postal

If sent by post they are taken to be received three days after posting or seven days after posting if sent to or from

place outside Australia

12.5 Receipt-fax

If sent by fax they are taken to be received at the time shown in the transmission report as the time that the whole fax

was sent

12.6 Receipt general

Despite clauses 12.4 and 12.5 if they are received after 5.00 pm in the place of receipt or on day which is not

Business Day they are taken to be received at 9.00 am on the next Business Day

12.7 Non-receipt of notice by RES Holder

The non-receipt of notice by RES Holder or an accidental omission to give notice to RES Holder will not

invalidate the gMng of that notice either in respect of that RES Holder or generally

13 Substitution of Issuer

13.1 Substitution of Issuer

Thewith the prior written aoorovai of APRA the Issuer may without the consent of RES Holders substitute for itself

any other lAG Entity which may be incorporated in any country as the debtor in respect of RES Substituted Issuer

by giving notice to RES Holders and the Trustee provided that

the Issuer and the Substituted Issuer have entered into all documents which are necessary to give effect to

the substitution and in which the Substituted Issuer has undertaken in favour of RES Holders to be bound by
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these RES Terms and the Trust Deed as the debtor in respect of-the RES in place of the Issuer or of any

previous substitute under this clause 13 and each other Transaction Document to which the Issuer is party

the Substituted Issuer and the Issuer have obtained all necessary authonsations regulatory and governmental

approvals and consents for such substitution and for the performance by the Substituted Issuer of its

obligations under thLRES Terms and the documents effecting the substitution and each Transaction

Document to which the Issuer is party

if applicable the Substituted Issuer has appointed process agent as its agent to receive service of process

on its behalf in relation to any legal proceedings in connection with RES and each Transaction Document to

which the Issuer is party and

except where the Trustee is satisfied that the substitution is not materially prejudicial to the interests of RES

Holders as whole the Trustee has given its consent in writing to the substitution which consent must not be

unreasonably withheld or delayed

13.2 Substituted Issuers rights and obligations under documents

Upon any substitution according to clause 13.1 the Substituted Issuer succeeds to and is substituted for the Issuer

under the RES Terms with the same rights and obligations as if the Substituted Issuer had been named as the Issuer

in these RES Terms and the Trust Deed and the Issuer is released from its obligations under-the RES the RES

Terms and the Trust Deed

13.3 Further substitutions

After substitution under clause 13.1 the Substituted Issuer may without the consent of RES Holders or the Trustee
effect further substitution including to the Issuer or previous Substituted Issuer All the provisions specified in

clauses 13.1 and 13.2 will apply with necessary changes and references in the RES Terms and the Trust Deed to

the Issuer are taken where the context so requires to be or include references to any such frirther Substituted Issuer

13.4 Notice to RES Holders

The Issuer must notify RES Holders of the particulars of any substitution according to this clause 13 in writing as soon

as practicable after the substitution

14 Quotation and Foreign RES Holders

14.1 Quotation on ASX

The Issuer must use all reasonable endeavours and fumish all such documents information and undertakings as may
be reasonably necessary in order to procure at its own expense quotation of RES on ASX

14.2 Foreign RES Holders

Where RES held by Foreign RES Holder are to be Converted or Exchanged unless lAG is satisfied that the laws of

the Foreign RES Holders country of residence as shown in the Register permit the issue of Ordinary Shares or

Preference Shares to the Foreign RES Holder but as to which lAG is not bound to enquire either unconditionally or

after compliance with conditions which lAG in its absolute discretion regards as acceptable and not unduly onerous
the Ordinary Shares or Preference Shares which the Foreign RES Holder is obliged to accept will be issued to

nominee who will sell those Ordinary Shares or Preference Shares and pay cash amount equal to the net proceeds

received after deducting any applicable brokerage stamp duty and other taxes and charges to that Foreign RES
Holder

15 Governing law and jurisdiction

15.1 Governing law

These RES Terms are govemed by the law in force in the State of New South Wales Australia

15.2 Jurisdiction

The Issuer and each RES Holder submits to the non-exclusive jurisdiction of the courts of the State of New South

Wales Australia for the purpose of any legal proceedings arising out of these RES Terms or the Trust Deed
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16 Interpretation and definitions

16.1 InterpretatIon

Unless otherwise specified reference to clause or paragraph is reference to clause or paragraph of

these RES Terms

If calculation is required under these RES Terms unless the contrary intention is expressed the calculation

will be rounded to four decimal places

Headings and boldings are for convenience only and do not affect the interpretation of these RES Terms

The singular includes the plural and vice versa

reference to statute ordinance code or other law includes regulations and other instruments under it and

consolidations amendments re-enactments or replacements of any of them

If an event under these RES Terms must occur on stipulated day which is not Business Day then the

stipulated day will be taken to be the next Business Day

reference to dollars QA$ or cents is reference to the lawful currency of Australia

Calculations elections and determinations made by the Issuer under these RES Terms are binding on RES

Holders in the absence of manifest error

The terms ASTC operating rules proper ASTC transfer takeover bid related body corporate relevant

interest scheme of arrangement and subsidiary when used in these RES Terms have the meaning given

in the Corporations Act

reference to party to an agreement includes reference to replacement or substitute of the party

according to that agreement

reference to an agreement or deed includes reference to that agreement or deed as amended or restated

from time to time

ifi Any reference to any requirements of APRA or any other prudential reaulatorv requirements in these RES
Terms will aoolv or be ooerative with respect to the Issuer and/or lAG as aoolicable only if the Issuer or lAG

is an entity or the holding comanv of an entity or is direct or indirect subsidiary of holding company

which is subiect to reaulption and supervision by APRA at the relevant time

Any requirement for APRAs consent or aooroval in any orovision of these RES Terms will aoolv only if APRA

requires that such consent or aooroval be given at the relevant time FOR INFORMATION ONLY It is noted

however that APRA has advised the Issuer that as at the Amendment Date while the RES remain Tier

CaPita or Tier Capital of the Group its Policy is not to waive any reauirement for its consent or approval

The Issuer and lAG have no control over APRAs policies

Unless otherwise sDecifled reference to notice being given either under these RES Terms includes any

notice which is deemed or taken to be given under these RES Terms

Where the Issuer or lAG is required to give or serve notice by certain date under these RES Ternis the

Issuer or lAG is required to desoatch the notice by that date including at the Issuers or lAGs discretion by

oostina or lodging notices with mail house and delivery or receipt or deemed delivery is oermitted to occur

after that date

Where RES Holder is required to give or deliver notice to the Issuer by certain date under these RES
Terms the notice must be received by the Issuer by that date

16.2 DefinItions for RES Terms

The following expressions have the following meanings

AcquisItIon Event means

takeover bid is made to acquire all or some of the Ordinary Shares and the offer is or becomes
unconditional and
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the bidder has relevant interest in more than 50% of the Ordinary Shares on issue or

ii the lAG Directors issue statement recommendingthat at least majority of its directors who are

eligible to do so recommend acceptance of the offer which may be stated to be in the absence of

higher offer or

court approves scheme of arrangement which when implemented will result in person having relevant

interest in more than 50% of the Ordinary Sharesa

moans an authoricod deposit taking institution according to uio oonriny iui iuou

and all reaulatory approvals necessary for the acauisition to occur have been obtained

Acquisition Event Notice means notice given by the Issuer in accordance with clause 6.2

amend includes modify cancel alter or add to and amendment has corresponding meaning

Amendment Date means 15 December 2009 the date on which the amendment of RES is effective

APRA means the Australian Prudential Regulation Authority ABN 79635 582 658 or any successor body

responsible for prudential regulation of lAG or the Group

APRA Condition means with resoect to an Interest Payment on an Interest Payment Date or an Optional Interest

Payment

unless APRA otherwise approves in writing

making the Interest Payment or the Optional Interest Payment on the avment date would result in

the Minimum Capital Reciuirement of the Group on Level basis not complying with APRAs then

current caoital adeauacv standards as they are applied to the Grouo on Level basis at the time or

Ifl the Interest Payment or the Optional Interest Payment on the payment date would exceed

Distributable Profits as at the Record Date for the Interest Payment or the Optional Interest Payment

Lb making the Interest Payment or the Optional Interest Payment would result in the Issuer or lAG becoming or

becoming likely to become insolvent for the Duroses of the Corporations Act or

fg APRA obiecting to the Interest Payment or the Optional Interest Payment being made on the oavment date

ASTC means ASX Settlement and Transfer Corporation Pty Limited ABN 49 008 504 532

ASX means Australian Stock Exchangc Limited ABN 98008624 691

ASX Listing Rules means the
listing

rules of ASX with any modifications or waivers in their application to the Issuer or

lAG which ASX may grant

ASX Market Rules means the market rules of ASX

Authorised Officer means person appointed by the party to act as an authorised officer for the purposes of these

RES Terms

Bank Bill Rate has the meaning given in clause 3.1

Bookbuild moans the process conducted by lAG or its agents prior to the opening of the Offer whereby certain

investors and brokers lodge bids for RES and on the basic of those bids lAG dotcrmincs the RES Initial Margin and

announces its determination prior to the opening of the Offer

Business Day has the meaning given in the ASX
Listing Rules

Cash moans cash including the credit bolancos of the Custodian Bank Account and ovomight cr21 hour call deposits

with ADIc with short term credit
rating

of at least by SP
Collection of Data Act means the Financial Sector Collection of Data Act 2001 Cwlth

Company Group Event means for any reason that lAG NZ Holdings Limited ceases to form oart of the Group
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Conversion has the meaning given in clause 4.1b and Convert and Convertible have corresponding meanings

rovided that in dause 8.4 these words have the meaning they are given in the Preference Share Terms

Core Oeratlna Companies meansihe AG Entities identified by SP as core oeratingcomoanies fromilmetallrne

for the PurPose of assigning lAGs Credit Rating and which are as at the Amendment Date Insurance Australia

Limited CGU Insurance Limited lAG New Zealand Limited Swann Insurance Aust Ptv Limited and lAG Re

Australia Limited

Corporations Act means the Corporations Act 2001 Cwlth

Custodian meanc the cuctodian of the Portfolio appointed according to the Portfolio Manaaoment Agroomont

DesIgnated Aaent means any aaent of lAG or the Issuer who is designated for the ourooses of RES and who may
hold an Australian Financial Services Licence which is relevant for the purposes of RES

Details means the section of the Trust Deed headed Details

Directors means some or all of the directors of the Issuer acting as board

Dictributablo Portfolio Incomo Amount means with reepect to RES and an Interect Period the Net Portfolio

Income for that Interect Period dMded by the number of RES on iccue at the end of that Interoct Period

Dictributablo Portfolio Procooda Amount meanc with recpect to RES and Realication Date the Not Portfolio

Prooeedc dMded by the number of RES then being Redeemed Converted or Exchanged

Eligible Security moanc dobt cocurity which complioc with clauco of cchodulo of the Portfolio Management

Agreement

Distributable Profits means the Groups after-tax earnings determined in manner consistent with the Groups

prudential reporting to APRA under the Collection of Data Act but determined before any interest dividends or

distributions paid or avabIe bY member of the Grouo on its Tier Capital or Uoper Tier Caoital for the last two six

monthly periods for which the Grouo was required to submit semi-annual returns according to reoortina standards

made under the Collection of Data Act less the aaareaate amount of interest dividends or other distributions paid or

payable by member of the Group on its Tier Capital or Upper Tier Capital including any Interest Payments but

not including dividend or distribution paid or payable to member of the Group bY another member of the Group in

the 12 month period up to and including the relevant Interest Payment Date

Dividend Period has the meaning given in the Preference Share Terms

Exchange has the meaning given in clause 4.1c and Exchangeable and Exchanged have corresponding

meanings

Exchange Event means one of the following events

Liquidation Event occurs in relation to the Issuer or lAG

an Interest Payment is not paid in full within 40 Business Days of the scheduled Interest Payment Date for any

reason other than due to an APRA Condition existing on the relevant Interest Payment Date

RES are not Redeemed or Converted within 20 Business Days of the Realisation Date

lAG fails to comply with clause 3.6

an Issuer Chanae of Control Event occurs or

ifi unless APRA otherwise specifies in writing

ffi
APRA determines in writing that the Groups capital base is less than its Minimum Capital

Requirement

jfl APRA issues written direction for the GrouP to increase its capital
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thU APRA revokes the authonsation of any aeneral insurer within the Group Pursuant to section 151 of

the Insurance Act or the authonsation of any non-operating holding company of the Group Pursuant to

section 211 of the Insurance Act or proceedings have been commenced for the winding-up of such

general insurer or non-oDerating holding comoany in each case other than in connection with

transfer amalgamation or cessation of business while solvent on terms aooroved by APRA

any event under aoolicable foreign law equivalent to an event that is an Exchanae Event under

paragraph fiii above which occurs in relation to Material Foreian Subsidiary

the retained earnings of the Group on consolidated basis fall by more than $1 billion from the level

indicated in the 30 June 2009 annual arouo accounts e.g retained earnings of negative Si .6 billion

would cause an Exchange Event or

fj Comoanv Grouo Event occurs and the oroceeds of the RES are not redeoloved within the Group on

terms approved by APRA so that the RES continue to constitute Tier Capital or Upper Tier Capital

for the Grouo

Exchanae Event lAG LiauidationI means an Exchanae Event which occurs because Liquidation Event occurs in

relation to lAG

Exchange Notice has the meaning given in clause 48_l

Dato moanc the fret of the following to occur

all RES have been redeemed according to theco RE

the Portfolio PnnnI Balance rn or

Winding Up Event hac occurred in reepect of lAG

Face Value has the meaning given in clause 1.2

Fair Market Yield means in respect of security on any day

the yield applicable to security of the relevant dass of issuer rating if poolicable and tenor the relevant

security as displayed at or about 1000am Sydney time on Bloomberg oaae FMC or any successor page
or

if that yield is not available at that time the yield in respect of the relevant security determined by the Issuer in

its absolute discretion as the arithmetic mean of the yields auoted to it for the relevant security on or 2hout

1000am Sydney time by three leading dealers in the relevant security as selected by the Issuer

Foreign RES Holder means RES Holder whose address in the Register is place outside Australia

Franking Rate expressed as decimal means the franking percentage within the meaning of Part 3-6 of the Tax

Act or any provisions that revise or replace that Part applicable to the franking account of lAG at the relevant Interest

Payment Date

Group means lAG and ite controlled entitieeeach lAG Entity which is treated by APRA as forming the Level group of

lAG means Insurance Australia Group Limited ABN 60 090 739 923

lAG Directors means some or all of the directors of lAG acting as board

lAG Entity means lAG and each of its related bodies corporate

IA rprupiio meanc lAG Pontfolio Limited ABN 38 111 760 843

lAGs Credit Rating means the insurance financial strenath rating of the Groups Core Ooeratina Comoanies as

published by SP which as of the Amendment Date is AA-

lAG Senior Creditor has the meaning given in the Trust Deed

Innovative Tier Capital has the meaning given by APRA from time to time
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insurance Act means the Insurance Act 1973 Cwlth

Interest Payment has the meaning given in clause 3.1

interest Payment Date has the meaning given in clause 3.7

interest Period means in respect of

the first Interest Period after the Amendment Date the period from and including the 4ssieAmendment Date

until but not including the first Interest Payment Date and

each subsequent Interest Period the period from and including the preceding Interest Payment Date until

but not including the next Interest Payment Date

interest Rate has the meaning given in clause 3.1

issue Date means 11 January 2005 the date on which RES issued

issue Price has the meaning given in clause 1.2

issuer means lAG Finance New Zealand Limited ABN 97 111 268 243 jjgjhrough its New Zealand branch

Issuer Chance of Control Event means that the Issuer ceases to be related body corDorate of lAG

issuer Notice means notice given by or taken to be given by the Issuer according to clause 5.2 or 67-b36_

Level means Level insurance prouD as defined by APRA from time to time

Liquidation Event means in respect of party

the party ceases or suspends the conduct of all of its business

proceeding is commenced by the party or person that controls the party for an order that the party be

dissolved wound up or liquidated or for the appointment of provisional liquidator liquidator receiver

receiver and manager administrator controller or similarofficial in respect of the party or all or substantially all

of its property

proceeding for an order of kind described in paragraph other than proceeding which is frivolous or

vexatious is commenced by any other person and is not dismissed within 30 Business Days of filing

provisional liquidator liquidator receiver receiver and manager administrator controller or similarofficial is

appointed in respect of the party or all or substantially all of its property and such appointment is not revoked

or set aside within 30 Business Days of such appointment or

the party executes deed of company arrangement or eRtefeDroDoses to enter into an arrangement
compromise with its creditors other than an arrangement or compromise not involving insolvency

Mandatory Exchanae has the meaning given in clause 8.1a

Material Forelan Subsidiary means any member of the Group incorporated and operating as general insurer

outside of Australia whose net premium revenue contributes 10% or more to the consolidated net premium revenue of

the Group

Meeting Provisions means the provisions which regulate the holding and conduct of meetings of the RES Holders

according to the Trust Deed

in reepect of the

all intoroct and other dictnbutionc on the accote in the Portfolio

any not roalicod paine on thc dicpoeal of any acccte in tho Portfolio

any net roalicod game on the maturity of any aecotc in the Portfolio
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by the lecuer referable to the Portfo

..4

any amounte received from an lAG Entity for the credit of the Portfolio

any net realicod loccec on the dicpoeal of any aseets in the Portfolio

any not roaliced loccoc on the maturity of any accete in the Portfolio

any expencec reaconably attributable to the amounto doccnbod in paragraphe to above but not any
income tax in recpect of thoce amountc and not otherwico taken into account and

the aggregate of

any liabilitioc cocte chargoc and oxponcoc inourrod in relation to RES and payable to the Tructoc

Cuctodian or Regietrar according to any relevant Traneaction Document and

ii any remuneration duo and payable to receiver or receiver and manager appointed by tho Truotoo

in reepeet of the property of the Iccuer or lAG Portfolio

in each caco to the extent unpaid

Not Portfolio Procoods moanc with roopoct to Replication Date the Replication Amount but excluding

any amount attributable to the Net Portfolio Income for the period ending on the relevant Realication Date and

any liabilitiec cocte chargec and expencec incurred in relation to RES and payable to the Tructee or

the Cuctodian and

ii remunoration due and payable to receiver or receiver and manager appointed by the Tructoo in

reepect of the property of the Iccuer or lAG Portfolio

41.. ....A.... I.-4...- KI.. O...l4...I.
unpaid

November 2001

Minimum Capital Reauirement means that reouirement as defined by APRA from time to time or any successor

requirement as designated by APRA

Nominated Purchaser means oerson aDoointed according to dause 4.11

Optional Exchange has the meaning given in clause 8.1b

Optional Interest Payment has the meaning given in clause 3.5

Ordinary Share means fully paid ordinary share in the capital of lAG

Ordinary Share Issue Price has the meaning given in dause 7.1

Portfolio moanc the aggrogato accetc held by the Cuctodian for lAG Portfolio and managed by the Portfolio Manager

according to the Portfolio Management Agreement

Portfolio Managomont Agroomont meanc the portfolio management agreement executed by the lceuer AG lAG

Portfolio the Portfolio Manager the Tructee and the Cuctodian after the date of the Twet Deed

Portfolio Managor meanc lAG Accet Management Limited ABN 01 051 552 016 appointed ac portfolio manager

according to the Portfolio Management Agreement
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Portfolio Principal Balanco moans atanytimo tho aggrogato of tho purchase prices of Portfolio Soouritkx and the

aggrogato amount of Cach at that time

Portfolio Security means dobt obligation inoludod in tho Portfolio

Potential Acaulsitlon Event means

an event within oaraaraoh of the definition of Acauisition Event occurs without the need that all reculatorv

aeDrovals necessary for the acguisition to occur have been obtained or

court orders the holding of meetings to approve scheme of arrangement under Part 5.1 of the

Corporations Act and the scheme would result in oerson having relevant interest in more than 50% of the

Ordinary Shares that will be on issue after the scheme is implemented

Preference Share means fully paid preference share in the capital of lAG issued on Exchange according to the

Preference Share Terms

Preference Share Convorsion Discount means the conversion discount for Preforenco Shares dotorminod

according to clauses 8.3d and 8.1aii.Exchanae Date has the meaning given by clause 8.4

Preference Share Initial Margin means the margin

be changed in accordance with dause 8.7a
clause 8.2c as it may

Preference Share Issue Date means the date the Preference Shares are issued according to clause 88
Preference Share Issue PrIce has tho moaning given in clauce 8.1ai.is the obligation of the RES Holder to

transfer RES to lAG or its nominee

Preference Share Terms means the terms of issue of the Preference Shares incorporated as schedule to the Trust

Deed

Pricing Supplomont means an instrument executed by the Issuer substantially in the form of echedule to the Trust

Deed stating
the RES Initial Margin and the aggregate number of RES to be ieeued

Roalisation Account means tho account in tho name of the Trustee with an ADI into which only the Roalication

Amount in rocpoot of the Portfolio or Relevant Part muct be credited

Roalication Amount means with respect to Replication Date the grocc proceeds actually received on replication

of the Portfolio or where net all RES pro to be Redeemed Converted or Exchanged Relevant Part including any
amount received from lAG under clause 6.1a of the Portfolio Manaaement Agreement less all costs and expenses

.. eI_...e uS .s.

Prior RES Terms means the terms of RES which applied prior to the Amendment Date

Realisatlon Date means

in the case of Redemption the date on which Redemption is to occur according to clause-427 5.2 or 656

in the case of Conversion the date on which Conversion is to occur according to clause 5.2 or 656 ahe

in the case of Resale the date on which Resale is to occur according to dause 4.17 5.2 or 6.4 and

in the case of an Exchange the Preference Share Issue Date

Realisatlon Date Notice means notice given by the Issuer on Realisation Date under clause 7.1 or 48_

Record Date means for payment of

an Interest Payment

the date which is 11 Business Daysseven calendar

Interest Payment or

hfnr th Interest Payment Date for that
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ii in the case of the first Interest Payment Date after the Amendment Date if the IesueAmendment Date

is less than 11 Business Dayeseven calendar days before the first Interest Payment Date the

lesueAmendment Date and

an Optional Interest Payment the date prior to the payment of the Optional Interest Payment that is

determined by the Issuer

or such other date as may be required by ASX

Redemption has the meaning given in clause 4.1a and Redeem and Redeemed have corresponding meanings

provided that in dause 8.4 these words have the meaning they are given in the Preference Share Terms

Redemption Amount means the amount payable to redeem RES on Conversion Exchange or Redemption

according to clauses 4.1 4.2 4.7 4.8 and lOan amount ecual to the Face Value

Register means the register of RES maintained by the Registrar

Registrar means Computershare Investor Services Pty Limited ABN 48 078 279 277 or any other registrar that

maintains the Register

Regulatory Event means

the receipt by the Issuer or lAG of an opinion from reputable legal counsel that as result of any

amendment to darification of or change induding any announcement of prospective change in any law

or regulation affecting securities laws of Australia or New Zealand or any official administrative

pronouncement or action or judicial decision interpreting or applying such laws or regulations which

amendment clarification or change is effective or pronouncement action or decision is announced on or

after the Issue Date additional requirements would be imposed on the Issuer or lAG which the Issuer or lAG

determines at its absolute discretion to be unacceptabIe

the determination by the lAG Directors that 4AGthe Grouo is not or will not be entitled to treat all RES or all

Preference Shares when and if issued as Tier Capital

as Innovative Tier Capital exceDt where the reason the Group is not or will not be entitled to treat all

RES or all Preference Shares as Innovative Tier Capital is because the Group has exceeded limit

on Innovative Tier Capital which was in effect on the Amendment Date or

the determination by the lAG Directors that lAG is not or will not be entitled according to applicable

accounting standards to treat the Portfolio and its liability on conoolidatod bade in rocooot of RES

she

Rolovant Part means thc part of the Portfolio determined by the Portfolio Manager comprising assets the fair market

value of which beam to the fair market value of the Portfolio as whole the came proportion ac the number of RES to

be Redeemed Converted or Exchanged bears to the total number of RES on issue immediately prior
to the

Redemption Conversion or Exchange.ii as Uooer Tier Capital to the extent the Grouo is not entitled to treat all

RES or all Preference Shares as Innovative Tier Capital because the Grouo has exceeded limit on Innovative Tier

Capital which was in effect on the Amendment Date excePt where the reason the Grouo is not or will not be entitled

to treat all such RES or all such Preference Shares as UPper Tier Capital is because the Grouo has exceeded limit

on Uoer Tier Capital which was in effect on the Amendment Date

RES means thperpetual reset exchangableexchangeable securities as described in clause 1.1 and issued by the

Issuer according and subiect to these RES Terms

RES Conversion Discount has the meaning given in clause 7.1

RES Holder means the person whose name is registered in the Register as the holder of RES

RES Holder RodomptionConverslon Notice has the meaning given in clause 46

RES Margin has the meaning given in clause 3.1
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RES Terms means these terms of issue of RES

Resale has the meaning given in clause 74.j and Resell and Resold have corresponding meanings provided

that in clause 8.4 these words have the meaning they are given in the Preference Share Terms

Resale Price has the meaning given in clause 4.14

Reset Date means for the first Reset Date 15 March 201016 December 2019 or if that date is not Business Day

the next succeeding Business Day and each subsequent Reset Date will occur on the fifth annivercary of tho

provioucfirst Business Day ten years from the immediately preceding Reset Date unless changed according to clause

Reset Notice has the meaning given in clause 9.1

Scheduled Date has the meaning given in clause 8.4aiiA

Senior Creditors means all oresent and future creditors of the Issuer whose claims are

entitled to be admitted in the winding-up of the Issuer and

not exoressed to rank eouallv with or subordinate to the daims of the RES Holders under these RES Terms

SP means Standarti Poors Australia Ptv Ltd ABN 62 007 324 852

Special Resolution means resolution passed at meeting of RES Holders or by postal ballot where allowed under

the Meeting Provisions of the Trust Deed by majority of not less than 75% of the votes cast on it

SP meanc Standard Poorc Rating Sorvicoc

Substituted Issuer has the meaning given in clause 13

Tax Act means

the Income Tax Assessment Act 1936 Cwlth or the Income Tax Assessment Act 1997 Cwlth as the case

may be and reference to any section of the Income Tax Assessment Act 1936 Cwlth includes reference

to that section as rewritten in the income Tax Assessment Act 1997 Cwlth and

any other Act setting the rate of income tax payable and any regulation promulgated under it

Tax Event means the receipt by the Issuer or lAG of an opinion from reputable legal counsel or other tax adviser in

Australia or New Zealand or any other jurisdiction from which payment is made on RES each Relevant

Jurisdiction experienced in such matters to the effect that as result of

any amendment to clarification of or change including any announced prospective change in the laws or

treaties or any regulations of Relevant Jurisdiction or any political subdivision or taxing authority of

Relevant Jurisdiction affecting taxation

any judicial decision official administrative pronouncement published or private ruling regulatory procedure

notice or announcement including any notice or announcement of intent to adopt such procedures or

regulations Administrative Action or

any amendment to clarification of or change in an Administrative Action that provides for position that

differs from the current generally accepted position

in each case by any legislative body court governmental authority or regulatory body irrespective of the manner in

which such amendment clarification change or Administrative Action is made known which amendment clarification

change or Administrative Action is effective or such pronouncement or decision is announced on or after the Issue

Date there is more than an insubstantial risk that lAG or the Issuer would be exposed to more than de minimis

increase in its costs having regard to any tax deductions available to any lAG Entity and the
ability of lAG to frank

Interest Payments

Tier Capital moanc the core capital
of lAG on cob bacic if robovant or the Gr

each caco ac defined by APRAha5 the meaning given by APRA from time to time

Tier CapItal has the meaning given by APRA from time to time
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Transaction Documents means

the Trust Deed incorporating as schedule these RES Terms and as schedule the Preference Share

Terms the Portfolio Management Agreement and

ebJ any other document entered into in connection with any of themj

Tnagor Evont has the meaning given in clause 6.2

Triggor Evont Dato moans the date Trigger Event occurs

Triggor Evont Notice has the moaning given in clause 6.3

Trust Deed means the Trust Deed initially executed by the Issuer lAG lAG Portfolio Limited and the Trustee on or

around 20 November 2OO420O4 and amended and restated on or around the Amendment Date

Trustee means Trust Comeany Fiduciary Services Limited ABN 21 000 000 993 formerly known as Permanent

Trustee Company Limited ABN 21 000 000 003 in its capacity as trustee for RES Holders according to the Trust

Deed

ooor Tier Capital has the meanina given by APRA from time to time

VWAP means subject to any adjustments under clause 7.4 the average of the daily volume weighted average sale

prices rounded to the nearest full cent of Ordinary Shares sold on ASX during the relevant period or on the relevant

days but does not include any trancactionCrossing transacted outside the Oeen Session State or any Seecial

Crossing transacted at any time each as is defined in the ASX Market Rules as special crossings prier to the

commencement of normal trading crossings during the after hours adjust phase crossings during the closing phrase

overnight croecinge or any overseas trades or trades pursuant to the exercise of options over Ordinary Shares

VWAP Period means the period of 20 Business Days on which trading in Ordinary Shares took place immediately

preceding the relevant Realisation Date

Winding Up Evont means whore an order is made or an effective resolution is passed for the winding up of party

which is not revoked or set aside within 30 Business Days of such order being made or resolution passed

Write Off means Portfolio Security which has boon deemed to have been sold for nil consideration and no longer to

be Portfolio Security -- disposed of within 30 days of

Eligible Security
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The followhg copy of the Amended Preference Share Terms marked to show changes from the Exstng Preference Share Terms

Provisions which will be removed by the Amendments are shown with line struck through the middle of the text Provisions which will

be hiserted by the Amendments are shown as underlined All other text is unchanged by the Amendments

For example in clause 23b the words eQ API4 lltiQfl9cLstIflgjfl ICSPett 21 the

reJevint Dividend Pi tte show that under the Amended Preference Share Terms payments of Dividends in respect of Amended

Preference Shares are subject to there being no APRA Condition existing in respect of the relevant Dividend Payment Date
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Preference Share Terms amended and restated

Preference Shares

Preference Shares are fully paid preference shares in the capital of Insurance Australia Group Limited lAG
They are issued and may be Redeemed-eF Converted or Resold according to these Preference Share

Terms

The issue price of each Preference Share Proforongo Sharo Issue Pnco is amount which is the

Proforonoo Share Issue Price being an amount ogual to the Redemption Amount as defined in the RES
Tems1 is the RES Holders obligation to transfer the RES to lAG or its nominee when RES are Exchanged in

accordance with the RES Terms

The Preference Share Issue Date is date which is the Realisation Date as defined in the RES Terms

Dividends

2.1 Dividends

Subject to these Preference Share Terms each Preference Share entitles the Preference Shareholder on Record

Date to receive on the relevant Dividend Payment Date dividend Dividend calculated according to the following

formula

Dividend
fliukInnd PM

365

xN

where

Dividend Rate expressed as percentage per annum is calculated according to the following formula

Dividend Rate Bank Bill Rate Preference Share Margin

where

Bank Bill Rate expressed as percentage per annum means

for the first Dividend Period the percentage per annum which is applicable under the RES
Terms being

if the Preference Share Issue Date is 15 March 15 June 15 September or 15 December or
the Business Day following that day if that day is not Business Day the Bank Bill Rate as

determined according to clause 2.1b on that date or

ii if the Preference Share Issue Date is any other date the Bank Bill Rate applicable to RES

immediately prior to the issue of the Preference Shares and

for any other Dividend Period the average mid-rate for bills of term of 90 days which average rate is

displayed on Reuters page BBSW or any page which replaces that page on the first Business Day

of the Dividend Period or if there is manifest error in the calculation of that average rate or that

average rate is not displayed by 10.30 am Sydney time on that date the rate specified in good faith

by lAG at or around that time on that date having regard to the extent possible to

the rates otherwise bid and offered for bills of term of 90 days or for funds of that tenor

displayed on Reuters page BBSW or any page which replaces that page at that time on that

date or

ii if bid and offer rates for bills of term of 90 days are not otherwise available the rates

otherwise bid and offered for funds of that tenor at or around that time on that date

Preference Share Margin expressed as percentage per annum means in respect of the period
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to but not including the Step Upfirst Reset Date after the Preference Share Issue Date RES
Margin immediately prior to the issue of the Preference Shamsl Preference Share Initial Margin
and

from and including the Step Upflrst and any succeeding Reset Date to but not including the Reset

Date immediately after that Reset Date the Preference Share
IciltiaI-Margin pluc 1.00% per

annumdetermined according to clause and

expressed as decimal means the Australian corporate tax rate applicable to the franking account of lAG

at the relevant Dividend Payment Date and

means in respect of

the first Dividend Payment Date the number of days from and including the Preference Share Issue Date

until but not including the first Dividend Payment Date and

each subsequent Dividend Payment Date the number of days from and including the preceding Dividend

Payment Date until but not including the relevant Dividend Payment Date

2.2 Franking adjustments

If any Dividend is not franked to 100% under Part 3-6 of the Tax Act or any provisions that revise or replace that Part
the Dividend will be calculated according to the following formula

Dividend
x1

where

means the Dividend calculated under clause 2.1

has the meaning given in clause 2.1 and

means the applicable Franking Rate

2.3 Payment of Dividend

Each Dividend including an Optional Dividend is subject to

the lAG Directors at their absolute discretion determiningresolving to pay the Dividend te-be-payablejcn.tjj

relevant Dividend Payment Date and

lAG having profits available for thc paymcntno APRA Condition existing in resoect of the relevant Dividend

Payment Date

such payment of the Dividend not resulting in the Total Capital Adequacy Ratio or the Tier Capital Ratio of

the Group on consolidated basic not complying with APRAs then current capital adequacy guidelines as

they are applied to the Group at the time

unless APRA indicates that it hat no objection the amount of the Dividend not exceeding the profits after tax

of the Group on consolidated basic for the immediately preceding two half yearly financial periods for

which results have been publicly announced by lAG or any other amount as determined by APRA in its

discretion to be applicable for the purpose of the Groups Tier Capital instruments lost the aggregate

amount of dividends or other diotributionc paid or payable by member of the Croup on its Tier Capital

instruments but not including dividend or distribution paid or payable to member of the Group by another

member of the Group in the 12 month period upto and including the Dividend Payment Date and

APRA not otherwise objecting to the payment of the Dividend

The lAG Directors at their absolute discretion may determine an Optional Dividend to be payable on any date

subject to this clause 2T3T2.3 and according to clause 2.8f
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2.4 DIvidends are non-cumulative

DMdends are non-cumuIativelf and accordingly if all or any part of Dividend including an Optional DMdend is

not paid because of clause 23
lAG has no liability to pay the unpaid amount of the Dividend-an-

notwithstanding the lAG Directors discretion to pay an Optional DMdend under clause 23-j

ffi Preference Shareholders have no claim or entitlement in respect of such non-Davment

jfl such non-Davment does not constitute an event of default as these Preference Share Terms contain

no events of default and

Qjj Preference Shareholders have no right to initiate winding uo of an administration in resgect of or

the aggointment of receiver or receiver and manager to lAG for such non-payment

2.5 Dividend Payment Dates

Subject to this clause Dividends other than Optional Dividends will be payable in arrears on the following dates

each Dividend Payment Date

each 15 March 15 June 15 September or 15 December occurring after the Preference Share Issue Date until

the Preference Share Exchange Date and

the Preference Share Exchange Date

If Dividend Payment Date is day which is not Business Day then the Dividend Payment Date will be the next day

which is Business Day

2.6 Record Dates

Dividend is only payable on Dividend Payment Date to those persons registered as Preference Shareholders on

the Record Date for that Dividend

An Optional Dividend is only payable on the date of payment determined by the lAG Directors to those persons

registered as Preference Shareholders on the Record Date for that Optional Dividend

2.7 Deductions

lAG may deduct from any Dividend payable the amount of any withholding or other tax duty or levy required by law to

be deducted in respect of such amount If any such deduction has been made and the amount of the deduction

accounted for by lAG to the relevant revenue authority and the balance of the Dividend payable has been paid to the

relevant Preference Shareholder then the full amount payable to such Preference Shareholder shall be deemed to

have been duly paid and satisfied by lAG

lAG shall pay the full amount required to be deducted to the relevant revenue authority within the time allowed for such

payment without incurring any penalty under the applicable law and shall if required by any Preference Shareholder

deliver to that Preference Shareholder the relevant receipt issued by the revenue authority without delay after it is

received by lAG

2.8 RestrIctions in the case of non-payment

If

for any reason Dividend has not been paid in full within 20 Business Days after the relevant Dividend

Payment Date or

an Interest Payment scheduled to be paid on RES that has been oxthangcdExchanged for Preference

Share was not paid in full within 20 Business Days of the relevant Interest Payment Date becauco of claucc

3.3b of thc RES Tcrmc and remains unpaid

lAG must not without approval of Special Resolution
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dedare or pay dividend or make any distribution on any capital over which Preference Shares rank in priority

for participation in profits or

redeem reduce cancel or acquire for any consideration any capital of lAG other than Preference Shares or

capital ranking equally with or in priority to Preference Shares

unless

four consecutive Dividends stated to be payable on Preference Shares after the Dividend Payment Date of the

Dividend that has not been paid have been paid in full or

with the prior written approval of APRA if approval is then required an optional dividend Optional

Dividend has been paid to Preference Shareholders equal to the aggregate unpaid amount of any unpaid

Dividends and Interest Payments which were scheduled to be paid in the 12 months prior to the date of

payment of the Optional Dividend or

all Preference Shares have been Redeemed or Converted

Redemption-ela Conversion or Resale

3.1 Redemption-era Conversion or Resale

Redemption means to redeem buy back other than by an on-market buy-back or reduce capital in

connection with Preference Shares or any combination of these for an amount of cash equal to the

Preference Share Issue Pncej.QQ according to clause acrd

Conversion means to convert Preference Shares to number of Ordinary Shares equivalent in value to.

Preference Share Iscue Price according to clause 3.1O and

Resale means the Preference Shares are purchased by Nominated Purchaser for the Resale Price

according to the Resale Mechanics

3.2 Rodomption or Conversion by Preference Shareholders

Preference Shareholder may by giving notice in writing to lAG Preference Shareholder Conversion Notice
reauest that lAG Convert some or all of its Preference Shares

on any Reset Date which occurs while the Preference Shares are on issue or to which dause 4.4 relates

unless the Preference Shareholder had already given RES Holder Conversion Notice in resoect of that

Reset Date Preference Shareholder Conversion Notice Reset or

followina the occurrence of any Acaulsition Event Preference Shareholder Conversion Notice

Acquisition

Preference Shareholders have no right to seek or initiate Redemption or ConvorcionResale

3.3 Redemption orPreference Shareholder Conversion by lAGNotice

Preference Shareholder Conversion Notice Reset must be given at least 35 Business Days but no more
than 50 Business Days prior to the relevant Reset Date and

Preference Shareholder Conversion Notice Acciuisition must be given no more than 15 Business Days

after the date the Acauisition Event Notice is given

3.4 Preference Share Exchanae Notice as to Redemotion Conversion or Resale

If the Preference Shareholder gives Preference Shareholder Conversion Notice lAG must no later than

where Preference Shareholder Conversion Notice Reset is given 25 Business Days before the Reset

Date or

where Preference Shareholder Conversion Notice Accuisition is given 25 Business Days after the

Acauisition Event Notice is given or taken to be given
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give Preference Share Exchanae Notice which complies with clause 3.6 in relation to each Preference Share the

subiect of the Preference Shareholder Conversion Notice provided that the Preference Share Exchange Notice may
only specify that Redemotion applies if lAG has received the orior written aooroval of APRA

If lAG fails to give Preference Share Exchange Notice according to this clause 3.4 it will be taken to have aiven

Preference Share Exthanae Notice to Convert Preference Shares with the Conversion to occur on the Preference

Share Exchange Date determined according to clause 3.7

3.5 Redemption Conversion or Resale by lAG

lAG may require Redemption subiect to the prior written aoorovai of APRA or Conversion or Resale by giving

notice to Preference Shareholders Preference Share Exchange Notice

at any time and in respect of all or some Preference Shares if Regulatory Event or Tax Event occurs
Preference Share Exchange Notice Regulatory or Tax Event

at any time and in respect of all but not some only Preference Shares if the number of Preference Shares

on issue is less than one million Preference Share Exchange Notice Clean Up

no later than 35 Bucinoco Dayc after IAC has announced that an Acquisition Evont has occurred according to

clauco 3.1 Oat any time and in respect of all but not some only Preference Shares if Potential Acauisition

Event or an Acaulsition Event occurs whether or not the Potential Acauisition Event or Acaulsition Event

occurred prior to the Preference Share Issue Date Preference Share Exchange Notice Acquisition or

at least 35 Business Days but not more than three months before any Dividend Payment Date from and
including the Stop Up DatoReset Date which occurs while the Preference Shares are on issue in respect of

all or some Preference Shares Preference Share Exchanae Notice Reset

3A-Preference Share Exchange Notices

Preference Share Exchange Notice given by lAG under clauco 3.3 is irrevocable subiect to oaraaraDh

If lAG gives aIAG must elect and sDecifv in the Preference Share Exchange Notice under clause 3.3 it must

elect and cpecify which of the following it intends to do in respect of each Preference Share which is the

subject of the Preference Share Exchange Notice

Redeem according to clause 36 or

ii Convert according to clause 3.10 or

thU Resell according to the Resale Mechanics

Preference Share Exchange Notice may specify that semea combination of Redemption Conversion or

Resale will be used in respect of Preference Shares which are the subject of the Preference Share Exchange
Notice will be Rodoomed and that some will be Converted

Preference Share Exchange niutii

state the dateA Preference Share Exchanae Notice must state the Preference Share Exchange Date which

will be the date determined in accordance with clause 3.7 on which the Redemption-era Conversion or Resale

is to occur Proforonco Share Exohango Dato which in the case of Proforonce Share Exchange Notice

given under_

clause 3.3a 3.3b or 3.3c will be the last Business Day of the month following tho month

in which the Preference Share Exchange Notice was given by AC unlcoc lAG determines an

earlier Preference Share Exchange Date having regard to the best intorcotc of Preference

Shareholders collectively and the relevant event and

clause 3.3d will be the Di ..1 ._ eI._

ii if the Where Preference Share Exchange Notice provides that Preference Shares are to be Redeemed

intastate whether the $100 oer Preference Share lssue-Prieepayable ipon Red.erppti2n is payable by way of

redemption buy-back or reduction of capital or any combination of thesej-ao4
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ifi -ifIf less than all Preference Shares are being Redeemed-ocx ConvertedT or Resold the Preference Share

Exchanae Notice must state the number of Preference Shares in each Preference Shareholders holding that

are to be Redeemed-ec Converted or Resold

fg Preference Share Exchange Notice given under dause 3.5 prevails over any Preference Shareholder

Conversion Notice and any Preference Share Exchange Notice given in response to Preference

Shareholder Conversion Notice in resoect of the same Preference Share to the extent of any inconsistency

reaardless of which notice was given first

3.7 Preference Share Exchange Date

The Preference Share Exchanae Date will be

where Preference Shareholder Conversion Notice Acauisition or Preference Share Exchanae Notice

Acquisition has been given and the Preference Share Exchange Notice soecifies Conversion the earlier of

fl Business Day reasonably determined by lAG that allows holders of Ordinary Shares to oarticioate in

the bid or scheme concerned or such other date as lAG may reasonably determine having regard to

the timing for implementation of the bid or scheme concerned and the orocess of issuing the Ordinary

Shares and

Qü the date which is no later than

in the case of Preference Shareholder Conversion Notice Acauisition 50 Business Days

after the date on which the Acquisition Event Notice is given and

in the case of Preference Share Exchange Notice Acquisition 50 Business Days after the

Potential Acauisition Event or Acauisition Event occurred as aoolicable or

in either case such later date as APRA may require

where Preference Shareholder Conversion Notice Acquisition or Preference Share Exchange Notice

Acquisition has been given and the Preference Share Exchange Notice soecifies Redemption or Resale the

date which is no later than

in the case of Preference Shareholder Conversion Notice Acquisition 50 Business Days after the

date on which Acquisition Event Notice is given and

flj in the case Preference Share Exchange Notice Acquisition 50 Business Days after the date on

which the Potential Acquisition Event or Acquisition Event occurred as applicable

where Preference Share Exchange Notice Reaulatorv or Tax Event or Preference Share Exchange

Notice Clean Uo has been given the last Business Day of the month following the month in which the

Preference Share Exchanae Notice was given by lAG unless lAG determines an earlier Preference Share

Exchanae Date having reaard to the best interests of Preference Shareholders collectively and the relevant

event provided that in the case of Conversion the Preference Share Exchanae Date must be at least 20

Business Days after the date of the Preference Share Exchange Notice and

where Preference Shareholder Conversion Notice Reset or Preference Share Exchange Notice Reset
has been given the Reset Date immediately following the date the Preference Share Exchange Notice was

qiven by lAG

.5-Partial Redemption-ec Conversion or Resale

lAG cannot give Preference Share Exchange Notice in respect of only como Preference Shares under

clause 3.3 as at the date of the Preference Share Exchango Notice the Rodomption or Conversion would

rocult in the number .... on issue being less than one million

f$lf some but not all Preference Shares are Redeemed-oct Converted or Resold subiect to clause 3.21 lAG mustjfl

each case endeavour to treatfi Preference Shareholders on an approximately proportionate basis but may
discriminate to take account of the effect on marketable parcels and other logistical considerations
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3.9 36-Redemptlon

Subject to APRAs orior written approval if approval ic then required if lAG elects to Redeem the following provisions

apply

lAG may Redeem the Preference Shares specified in the Preference Share Exchange Notice by payment of

the$j..QQp Preference Share Iccuc Price to the Preference Shareholder on the relevant Preference Share

Exchange Date

upon payment of the$100 oer Preference Share lccuo Price to the Preference Shareholder all other rights

conferred or restrictions imposed by the Preference Shares held by that Preference Shareholder which are

Redeemed under these Preference Share Terms will no longer have effect

if the Redemption involves buy-back of Preference Shares each Preference Shareholder agrees to accept

the buy-back offer for their Preference Shares to which the Preference Share Exchange Notice relates and will

be deemed to have sold those Preference Shares to lAG on the Preference Share Exchange Date and

if the Redemption involves reduction of capital with respect to Preference Shares and under applicable law

Preference Shareholders are entitled to vote on resolution to approve that reduction of capital each

Preference Shareholder agrees to vote in favour of that resolution

3.10 37-Converslon

If lAG elects to Convert the following provisions apply

each Preference Share that is being Converted will Convert into one Ordinary Share on the Preference Share

Exchange Date

each Preference Shareholder will be allotted for no consideration an additional number of Ordinary Shares

for each Preference Share that is being Converted on the Preference Share Exchange Date equal to one less

than the Conversion Number where the Conversion Number is an amount calculated according to the

following formula

Proforonco .. lceuo P-rioo$jQ
Conversion Number

VWAP Preference Share ConversIon Discount

where

VWAP expressed as dollar value means the VWAP during the VWAP Period and

Preference Share ConversIon DIscount exprecced ac decimal meanc convorcion diccount of

decimal being 0025 or cuch ether decimal at changed according to c/auto of the RES

Toniicmeans 0.025

if the total number of additional Ordinary Shares to be allotted to Preference Shareholder in respect of their

aggregate holding of Preference Shares upon Conversion includes fraction of an Ordinary Share that

fraction of an Ordinary Share will be disregarded

Preference Share upon Conversion confers all of the rights attaching to one Ordinary Share but these

rights do not take effect until 500pm Sydney time on the Preference Share Exchange Date At that time

all other rights conferred or restrictions imposed on that Preference Share under these Preference

Share Terms will no longer have effect except for rights relating
to Dividend which has been

determined to be payable but has not been paid on or before the Preference Share Exchange Date

which will continue and

ii the Ordinary Share resulting from Conversion will rank equally with all other Ordinary Shares

Conversion does not constitute redemption buy-back cancellation or termination of Preference Share or

an issue allotment or creation of new Ordinary Share other than the additional Ordinary Shares allotted

under clause 3j..Qb and

for the purposes of calculating VWAP under clause 3-.jQb

where on some or all of the Business Days in the relevant VWAP Period Ordinary Shares have been

quoted on ASX as cum dividend or cum any other distribution or entitlement and Preference Shares
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will Convert into Ordinary Shares after the date those Ordinary Shares no longer carry that dividend

or any other distribution or entitlement then the VWAP on the Business Days on which those

Ordinary Shares have been quoted cum dividend or cum any other distribution or entitlement shall be

reduced by an amount Cum Value equal to

in case of dividend or other distribution the amount of that dividend or other distribution

including if the dividend or other distribution is franked the amount that would be included in

the assessable income of recipient of the dividend or other distribution who is both

resident of Australia and natural person under the Tax Act

in the case of any other entitlement which is traded on ASX on any of those Business Days
the volume weighted average sale price of all such entitlements sold on ASX during the

VWAP Period on the Business Days on which those entitlements were traded or

in the case of any other entitlement not traded on ASX during the VWAP Period the value

of the entitlement as reasonably determined by the lAG Directors and

ii where on some or all of the Business Days in the VWAP Period Ordinary Shares have been quoted

on ASX as ex dividend or ex any other distribution or entitlement and Preference Shares will Convert

into Ordinary Shares which would be entitled to receive the relevant dividend or other distribution or

entitlement the VWAP on the Business Days on which those Ordinary Shares have been quoted ex

dividend or ex any other distribution or entitlement shall be increased by the Cum Value and

iii where the Ordinary Shares are reconstructed consolidated divided or reclassified into lesser or

greater number of securities during the VrNAP Period the VWAP shall be adjusted by the lAG

Directors as they consider appropriate to ensure that the Preference Shareholders are in an

economic rosition in relation to their Preference Shares that is as similar as reasonably oracticable to

the economic osition prior to the occurrence of the event that pave rise to the need for the

adiustment Any adjustment made by the lAG Directors will constitute an alteration to these

Preference Share Terms and will be binding on all Preference Shareholders and these Preference

Share Terms will be construed accordingly Any such adjustment will promptly be notified to all

Preference Shareholders

jj Z8-Power of attorney

Each Preference Shareholder appoints each of lAG its officers-acd any liquidator or administrator of lAG and any

Designated Aaent each an Attorney severally to be the attorney of the Preference Shareholder with power in the

name and on behalf of the Preference Shareholder to sign all documents and transfers and to hold and goDly monies

and do any other thing as may in the Attorneys opinion be necessary or desirable to be done in order for the

Preference Shareholder to observe or perform the Preference Shareholders obligations under these Preference

Share Terms including but not limited to accepting any buy-back offer or exercising voting power in relation to any

consent or approval required for Redemption-ef Conversion or Resale

The power of attorney given in this clause jjis given for valuable consideration and to secure the performance

by the Preference Shareholder of the Preference Shareholders obligations under these Preference Share Terms and

is irrevocable

39-On-market buy-backs

Subject to APRAs orior written approval if approval ie then required lAG may buy back Preference Shares at any
time and at any price by an on-market buy-back

3.13 34O-Notice of Acquisition Event

lAG must notify Preference Shareholders of the occurrence of an Acquisition Event by sending notice of the

Acauisition Event to Preference Shareholders and by announcement to ASX as soon as practicable after becoming

aware of that event notice sent to Preference Shareholders concerning an Acauisition Event an Acquisition

Event Notice

An Acguisition Event Notice given under clause 6.2 of the RES Terms is taken to be an Acguisition Event Notice for

the ouroose of this clause 3.13

1.34 lAG EXPLANATORY STATEMENT



j4 Preference Shareholder Conversion Notices are irrevocable

Preference Shareholder Conversion Notice is irrevocable once given Once Preference Shareholder has given

Preference Shareholder Conversion Notice the Preference Shareholder must not deal with transfer or disDose of or

otherwise encumber Preference Shares that are the subiect of the Preference Shareholder Conversion Notice exceot

in accordance with the Redemption Resale or Conversion procedures

3.15 Effect of Exchanue Notice after Issuer Notice or RES Holder Conversion Notice

Where an Exchanoe Notice specifying the details listed in clause 8.4b of the RES Terms was given in resoect of

RES or taken to have been given after an Issuer Notice or RES Holder Conversion Notice was given in rescect of

that RES

the Preference Share issued in respect of that RES will be automatically Converted Redeemed or Resold on

the Preference Share Exchange Date as soecified in the Exchanue Notice which is given or deemed to be

given under clause 8.2 of the RES Terms and

where RES Holder Conversion Notice was given in respect of RES the Preference Shareholder must not

deal with transfer or dispose or otherwise encumber the Preference Shares issued upon an Exchange of the

RES exceDt in accordance with Redemption Resale or Conversion procedures

Aoeointment of Nominated Purchaser in connection with Resale

lAG must appoint one or more Nominated Purchasers for Resale on such terms as may be agreed between lAG and

the relevant Nominated Purchaser If lAG appoints more than one Nominated Purchaser all or any of the Preference

Shares held by Preference Shareholder which are being Resold may be Purchased by any one or any combination

of the Nominated Purchasers as determined by lAG

The obligation of Nominated Purchaser to ppy the aaareaate Resale Price on the Preference Share Exchange Date

may be subject to conditions

lAG will reasonably endeavour in light of the circumstances then existing to minimise the conditionality of

Nominated Purchasers obligation to pay the aaareate Resale Price but gives no assurance as to the existence or

details of any such conditions

lAG may additionally appoint one or more underwriters in connection with Resale subied to the reauirements of

dause 3.17 and such underwriter may be substituted as Nominated Purchaser for the purposes of these

Preference Share Terms if and when reguired by the terms of their appointment

identity of Nominated Purchaser

lAG may only appoint oerson as Nominated Purchaser if that person

has undertaken on such terms and subiect to such conditions as lAG reasonably determines for the benefit of

each Preference Shareholder to acguire the relevant number of Preference Shares from the Preference

Shareholder for the Resale Price on the Preference Share Exchange Date

has lone term counterparty credit rating from SP of not less than the rating assigned to Preference Shares

at that time and

is not an lAG Entity unless otherwise approved in writing by APRA

3.18 Irrevocable offer to sell Preference Shares

Each Preference Share Holder is taken irrevocably to offer to sell each Preference Share the subiect of Resale to

the relevant Nominated Purchaser on the Preference Share Exchange Date for cash amount eaual to the Resale

Resale Price

The Resale Price for each Preference Share is $100
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3.20 Effect of Resale

On the Preference Share Exchanoe Date subiect to payment by the relevant Nominated Purchaser of the aoreaate

Resale Price to the Preference Shareholders for Preference Shares which the Nominated Purchaser is ourchasing all

ight title and interest in such Preference Shares excluding the riaht to any Dividend oavable on that date will be

transferred to that Nominated Purchaser and the Preference Shareholder who sold the Preference Shares will be

treated as the Preference Shareholder of the Preference Shares for the purposes of any Dividend which may be

payable on that Preference Share Exchange Date

Preference Share Terms after Resale

If Preference Shares are Resold in accordance with these Preference Share Terms unless otherwise aareed between

lAG and the Nominated Purchaser with the prior written aooroval of APRA these Preference Share Terms will aoolv in

all resoects to Preference Shares held by the Nominated Purchaser on and from the Preference Share Exchanae Date

including that Preference Shares will Convert or be Redeemed in accordance with these Preference Share Terms

Notwithstanding any other provision of these Preference Share Terms after Preference Shares have been Resold

any provision of these Preference Share Terms as it relates to Preference Shares held by the Nominated Purchaser

including without limitation any term relating to Conversion may be amended by agreement between the Nominated

Purchaser and lAG without the consent of any other Preference Shareholder but with the prior written approval of

APRA

For the purposes of any such amendment Preference Shares held by

any Nominated Purchaser whose Preference Shares are subject to such amendment Relevant Nominated

Purchaser and

other Preference Shareholders including other Nominated Purchasers whose Preference Shares are not

subject to such amendment

shall be treated as though they were seoarate dasses of security so that without limitation where Preference Shares

are held by oerson other than the Relevant Nominated Purchaser then

amendments may be made to Preference Shares held by the Relevant Nominated Purchaser and

jj Preference Shares held by the Relevant Nominated Purchaser can be Redeemed or Converted

in each case without the consent of or consideration for the interests of any Preference Shareholders other than the

Relevant Nominated Purchaser and without any corresponding amendment Redemption or Conversion as the case

may be to Preference Shares held by other Preference Shareholders Any Preference Shares so amended may not

be sold or otherwise transferred to any person other than Nominated Purchaser

Preference Shareholders by virtue of holding Preference Shares are taken to have consented to any division of

Preference Shares into seoarate dasses achieved under this clause 3.21

3.22 Effect of failure by Nominated Purchaser to pay

If Nominated Purchaser does not py the Resale Price to the Preference Shareholders on the Preference Share

Exchange Date Defaulting Nominated Purchaser whether as result of condition to purchase not being

satisfied or otherwise

the Preference Share Exchanae Notice as it relates to Preference Shares referable to the Defaulting

Nominated Purchaser will be void

those Preference Shares will not be transferred to the Defaulting Nominated Purchaser

those Preference Shares will not Convert be Redeemed or Resold despite the Preference Shareholder

Conversion Notice or the Preference Share Exchange Notice which initiated the Resale

the Preference Shareholder will continue to hold those Preference Shares until otherwise Redeemed

Converted Exchanged or Resold in accordance with these Preference Share Terms and

I1
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must Convert Redeem subiect to the prior written aoDroval of APRA or Resell those Preference

Shares in any combination where Preference Shareholder Conversion Notice has been given in

resoect of the Preference Shares referable to the Defaulting Nominated Purchaser or where dause

3.15 applies and RES Holder Conversion Notice was given in resoect of RES which have been

Exchanged into Preference Shares or

in any other case may without prejudice to any other rights of lAG under these terms to elect

Conversion Redemotion or Resale elect to Convert Redeem subiect to the prior written aooroval of

APRA or Resell in any combination all but not some Preference Shares referable to the Defaulting

Nominated Purchaser

on date no later than 45 Business Days after the Preference Share Exchanae Date on which Resale was

scheduled to occur by giving notice specifying date to serve as Preference Share Exchanae Date such

notice to be given at least 25 Business Days prior to the rescheduled Preference Share Exchange Date If on

rescheduled Preference Share Exchanae Date Nominated Purchaser does not pay the Resale Price as

contemolated by this clause 3.22 including where there is prior aoplication of this clause this clause 3.22

shall reapoly

Reset provisions

4J Reset of distribution provisions

Subiect to clauses 4.2 and 4.3 lAG may on Reset Date change either or both of

the next Reset Date and

the Preference Share Margin for all Dividend Periods commencing on and after that Reset Date

These new terms will aoolv from and indudina the relevant Reset Date until but not induding the next Reset Date

Any chanae made bY lAG under this clause 4.1 must be notified according to dause 4.3 Reset Notice

42 Limitations on reset

Unless otherwise aooroved by APRA in writing any variation in the terms as soecified in the Reset Notice will be

subiect to the following

the next Reset Date must be ten years from the immediately preceding Reset Date and

the Preference Share Margin as specified in the Reset Notice must not exceed the least of

fl the Preference Share Margin that applied on the Previous Reset Date or RES Margin on that Reset

Date if the Preference Shares were not on issue at that time Plus 2.00% oer annum

Qj 6.00% oer annum and

QIfl 4.00% oer annum FR FRG
FP FPG

where

FR is the Fair Market Yield for rated seven year AUD coroorate securities on the Business Day

immediately prior to the day on which the Reset Notice is desoatched

FP is the Fair Market Yield for rated seven year AUD coroorate securities on the Amendment

FRG is the Fair Market Yield for Australian aovernment seven year AUD securities on the Business

Day immediately prior to the day on which the Reset Notice is desoatched and

FPG is the Fair Market Yield for Australian aovemment seven year AUD securities on the

Amendment Date and

the Preference Share Margin may not be reset where lAGs Credit Rating on the day the Reset Notice is

desoatched is less than lAGs Credit Rating on the Amendment Date
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FOR INFORMATION ONLY APRA has advised lAG that as of the Amendment Date while the Preference Shares

remain Tier Canital or Tier Capital of the Group its policy is not to aoorove any reset of the Preference Share

Maroin or the Reset Date other than in accordance with the above omscribed limitations lAG has no control over

APRAs policies

43 Notification

Subiect to clause 4.4 for change made under clause 4.1 to be effective the Reset Notice must be sent to

the Preference Shareholder no later than 50 Business Days before the relevant Reset Date

Ibi Subiect to clause 4.4 if lAG does not send Reset Notice the terms applying at the relevant Reset Date will

continue In this case the next Reset Date will be such that the period to the next Reset Date is ten years in

the case of the first Reset Date or the same oenod as measured from the immediately preceding Reset Date

in any other case until the relevant Reset Date

44 Carry-over of RES Reset Notice

If Reset Notice has been given under the RES Terms but the relevant Reset Date had not occurred as of the

Preference Share Issue Date then the Reset Notice given under the RES Terms is deemed to be the Reset Notice for

the purposes of these Preference Share Terms and treated as if it was given under these Preference Share Terms on

the day it was given under the RES Terms

4-Preference Shares general rights

5.1 44.Ranking

Preference Shares rank equally among themselves and with RPSI and RPS2 in all respects and are subordinated to

any dopocitore and croditore of lAG Tho iccue of any other preference charec or the convcrcion of any oxicting

charec into preference charec wtiith rank in priority to Preference Sharec in recpoct of dividende or return of capital on

winding up conctitutoc an alteration of the nghtc attached to Preference Sharec and muct not occur without the

acoval of-a Spee4al-Resel ewpresent and future policy holders and creditors of IAG lAG reserves the right to

issue further Preference Shares or preference shares or permit the conversion of shares to preference shares which

rank equally with-ei behind or in pnoritv to existing Preference Shares whether in respect of dividends return of

capital on winding-up or otherwise Such an issue does not constitute variation or cancellation of the rights

attached to the then existing Preference Shares

5.2 4.2-Preferential dividend

Preference Shares rank in priority to Ordinary Shares for the payment of dividends

5.3 4.3-Calculations of payments

All calculations of payments will be rounded to four decimal places For the purposes of making any payment in

respect of Preference Shareholders aggregate holding of Preference Shares any fraction of cent will be

disregarded

5.4 44-No set-off

Any amount due to aNeither the Preference Shareholder in reepoot of Preference Sharoc may not be cot offnor lAG

has any right to set off any amounts owing by it to the other against any claims gg.by lAG on the Preference

Shafehelerjheofherti

5.5 4.5-Return of capital

If there is return of capital on winding-up of lAG Preference Shareholders will be entitled to receive out of the

assets of lAG available for distribution to Preference Shareholders in respect of each Preference Share held an

amount of cash Liquidation Sum equal to the sum of

the amount of any Dividend including any Optional Dividend determined to be paid but unpaid and

the Prc
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before any return of capital is made to Ordinary Shareholders or any other class of shares ranking behind Preference

Shares

46-Shortfail on winding-up

If upon return of capital on winding-up of lAG there are insufficient funds to pay in full the Liquidation Sum and the

amounts payable in respect of any other shares in lAG ranking equally with Preference Shares on winding-up of

lAG Preference Shareholders and the holders of any such other shares will share in any distribution of assets of lAG

in proportion to the amounts to which they are entitled respectively

4-No participation in surplus assets

Preference Shares do not confer on their Preference Shareholders any further right to participate in the surplus assets

of lAG on winding-up beyond payment of the Liquidation Sum

4.8 Takeover bide and schemoc of arrangement

If takoovor bid Ic mado for Ordinary Sharoc accoptanco of which ic rocommondod by tho lAG Diroctorc or tho lAG

r000mmond coliomo of arrangomont in rocpoct of tho Ordinary Sharoc which takoovor bid or coliomc

would rocult in porcon othor than lAG having rolovant intoroct in moro than 50% of Ordinary Sharoc that will bo on

iccuo aftor the takoovor or cohomo of arrangomont IC implomontod tho lAG Diroctore will uco roaconablo ondoavouro

to procuro tFIjL oquivalont takoovor offort pro made to Preference Shareholdere or that thoy pro entitled to participato

in the echeme of arrangement or cimilar trancaction

5.8 49-No other rights

Preference Shares do not confer on Preference Shareholders any right to participate in profits or property of lAG

except as set out in these Preference Share Terms

Preference Shares do not confer on Preference Shareholders any right to subscribe for new securities in lAG or to

participate in any bonus issues of shares in lAGs capital

5-Voting rights

Preference Shareholders will not be entitled to vote at any general meeting of lAG except in the following

circumstances

on proposal

to reduce the capital of lAG

ii that affects rights attached to Preference Shares

iii to wind up lAG or

iv for the disposal of the whole of the property business and undertaking of lAG

on resolution to approve the terms of buy-back agreement other than resolution to approve

Redemption

during period in which DMdend or part of Dividend is in arrears or

during the winding-up of lAG

Each Preference Shareholder who has right to vote on resolution is entitled to the number of votes specified in

Article 11.23 of lAGs constitution or any provision or provisions that revise or replace that Article

6-Notice and reports

Each Preference Shareholder is entitled to receive notice of any general meeting of lAG and copy of every circular

and like document sent out by lAG to Ordinary Shareholders and to attend and speak at general meetings of lAG
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Quotation on ASX and Foreign Preference Shareholders

i-Quotation on ASX

lAG must use all reasonable endeavours and furnish all such documents information and undertakings as may be

reasonably necessary in order to procure at its own expense quotation of Preference Shares on ASX

Foreign Preference Shareholders

Where Preference Shares held by Foreign Preference Shareholder are to be Converted unless lAG is satislied that

the laws of the Foreign Preference Shareholders country of residence as shown in the register of Preference Shares

and Preference Shareholders permit the issue of Ordinary Shares to the Foreign Preference Shareholder but as to

which lAG is not bound to eriguire either unconditionally or after compliance with conditions which lAG in its absolute

discretion regards as acceptable and not unduly onerous the Ordinary Shares which the Foreign Preference

Shareholder is obliged to accent will be issued to nominee who will sell those Ordinary Shares and pay cash

amount eaual to the net oroceeds received after deducting any applicable brokerage stamP duty and other taxes and

charges to that Foreign Preference Shareholder

8-Amendment of these Preference Share Terms

9.1 8AAmendment without consent

Subject to complying with all applicable laws and with APRAs
prior written approval if approval It iritri required lAG

may amend these Preference Share Terms

if lAG is of the opinion that the amendment is

of formal minor or technical nature

ii made to cure any ambiguity or correct any manifest error

iii expedient for the purpose of enabling the Preference Shares to be listed for quotation or to retain

listing on any stock exchange or to be offered for or subscription for sale under the laws for the time

being in force in any place and it is otherwise not considered by lAG to be materially prejudicial to the

interests of Preference Shareholders as whole or

iv necessary to comply with the provisions of any statute or the requirements of any statutory authority

according to lAGs right in clause -TjQeiii or

generally in any case where such amendment is considered by lAG not to be materially prejudicial to the

interests of Preference Shareholders as wholejgj

in respect of any time period stated reguired or permitted in connection with any notice reguired for

Redemption Conversion or Resale

9.2 2-Amendment with consent

Without
limiting clause 4--9j lAG may with APRAs prior written approval if approval ic then roquirod amend

these Preference Share Terms if the amendment has been approved by Special Resolution

8.3 Moanings

iii true cejueu amond includge rriuuiiy eirieoi uwr or uu to inu amondmont hac cci

Notification of Amendment to APRA

lAG will oromotlv notify APRA of any amendments made in accordance with this clause
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10 Governing law and iurisdiction

10.1 Governina law

These Preference Share Terms are aoverned by the law in force in the State of New South Wales Australia

1Q Jurisdiction

lAG and each Preference Share Holder submits to the non-exclusive iurisdiction of the courts of the State of New

South Wales Australia for the ouroose of any Ieaal oroceedings arising out of these Preference Share Terms

fl 9-Interpretation and definitions

11.1 L4-lnterpretatlon

Unless the context otherwise requires if there is any inconsistency between the provisions of these

Preference Share Terms and lAGs constitution then to the maximum extent permitted by law the provisions

of these Preference Share Terms will prevail

Unless otherwise specified the lAG Directors may exercise all powers of lAG under these Preference Share

Terms as are not by the Corporations Act or by lAGs constitution required to be exercised by lAG in general

meeting

Notices may be given by lAG to Preference Shareholder in the manner prescnbed by lAGs constitution for

the giving of notices to members of lAG and the relevant provisions of lAGs constitution apply with all

necessary modification to notices to Preference Shareholders

Unless otherwise specified reference to clause is reference to clause of these Preference Share

Terms

If calculation is required under these Preference Share Terms unless the contrary intention is expressed

the calculation will be rounded to four decimal places

Definitions and interpretation under lAGs constitution will also apply to these Preference Share Terms unless

the contrary intention is expressed

Any provieionc which rofor to tho roquiromonte of

apply to lAG only if lAG ic an entity or the holding

by APPSA at tho rolovant timo

fh-The terms takeover bid relevant interest scheme of arrangement buy-back related body coroorate and

on-market buy-back when used in these Preference Share Terms have the meaning given in the Corporations

Act

i.-Headings and boldings are for convenience only and do not affect the interpretation of these Preference

Share Terms

ffi j3-The singular includes the plural and vice versa

ffi k-A reference to statute ordinance code or other law includes regulations and other instruments under it

and consolidations amendments re-enactments or replacements of any of them

13-If an event under these Preference Share Terms must occur on stipulated day which is not Business

Day then the stipulated day will be taken to be the next Business Day

fm3-A reference to dollars JQA$ or cents is reference to the lawful currency of Australia

r-Calculations elections and determinations made by lAG under these Preference Share Terms are binding

on Preference Shareholders in the absence of manifest error

Qfl Any reference to any requirements of APRA or any other prudential regulatory requirements in these

Preference Share Terms will aoolv or be ooerative with resoect to lAG only if lAG is an entity or the holding

comoany of an entity or is direct or indirect subsidiary of holding company which is subiect to reaulation

and supervision bY APRA at the relevant time
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Any requirement for APRAs consent or approval in any provision of these Preference Share Terms will apply

only if APRA requires that such consent or approval be given at the relevant time FOR INFORMATION

ONLY It is noted however that APISA has advised lAG that as at the Amendment Date while the Preference

Shares remain Tier Capital or Tier Capital of the Gmup its olicv is to not waive any reauirement for its

consent or aoorovaL lAG has no con frol over APlAs policies

Unless otherwise specified reference to notice being given either under the RES Terms or these

Preference Share Terms includes any notice which is deemed or taken to be given under the RES Terms or

these Preference Share Terms

Where lAG is reauired to give or serve notice by certain date under these Preference Share Terms lAG is

required to despatch the notice by that date including at lAGs discretion by posting or lodging notices with

mail house and delivery or receipt or deemed delivery is permitted to occur after that date

Where Preference Shareholder is required to give or deliver notice to lAG by certain date under these

Preference Share Terms the notice must be received by lAG by that date

1jJ 9.2-Definitions for Preference Share Terms

Acquisition Event means

takeover bid is made to acquire all or some Ordinary Shares and the offer is or becomes unconditional

and

the bidder has relevant interest in more than 50% of the Ordinary Shares on issue or

ii the lAG Directors issue statement recommend ingthat at least maioritv of its directors who are

eligible to do so recommend acceptance of the offer which may be stated to be in the absence of

higher offer or

court approves scheme of arrangement which when implemented will result in person other than lAG

having relevant interest in more than 50% of the Ordinary Shares

and all reulatorv approvals necessary for the acquisition to occur have been obtained

Acauisitipn Event Notice means notice given or taken to be given by lAG in accordance with clause 3.13

amend includes modify cancel alter or add to and amendment has corresponding meaning

Amendment Date means 15 December 2009 the date on which the amendment of RES was effective

APRA means the Australian Prudential Regulation Authority ABN 79 635 582 658 or any successor body

responsible for prudential regulation of lAG or the Group

APRA Condition means with respect to Dividend on Dividend Payment Date or an Optional Dividend

unless APRA otherwise approves in wilting

paving the Dividend or the Optional Dividend on the Payment date would result in the Minimum

Capital Reouirement of the Grouo on Level basis not complying with APRAs then current capital

adeauacv standards as they are applied to the Group on Level basis at the time or

ii the Dividend or the Optional Dividend on the payment date would exceed Distributable Profits as at

the Record Date for the Dividend or the Optional Dividend

making the Dividend or the Optional Dividend would result in lAG becoming or becoming likely to become

insolvent for the purposes of the Corporations Act or

APRA obiectina to the Dividend or the Ootional Dividend being made on the payment date

ASX means Auctralian Stock Exchange Limited ABN 98 008 624 691

ASX Listing Rules means the listing rules of ASX with any modifications or waivers in their application to lAG which

ASX may grant
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ASX Market Rules means the market rules of ASX

Bank Bill Rate has the meaning given in clause 2.1

Business Day means business day as defined in the ASX Listing Rules

Collection of Data Act means the Financial Sector Collection of Data Act 2001 Cwlth

Conversion has the meaning given in clause 3.1b and Convert and Converted have corresponding meanings

Conversion Number has the meaning given in clause T.Jb

Core Operating Companies means the lAG Entities identified by SP as core operating comDanies from time to time

for the ouroose of assianina lAGs Credit Rating and which are as at the Amendment Date Insurance Australia

Limited CGU Insurance Limited lAG New Zealand Limited Swann Insurance Aust Ptv Limited and lAG Re Australia

Limited

Corporations Act means the Corporations Act 2001 Cwlth

Deslanated Aeent means any aaent of lAG who is designated for the ourooses of the Preference Shares and who

may hold an Australian Financial Services Licence which is relevant for the ouroses of the Preference Shares

Distributable Profits means the Groups after-tax earnings determined in manner consistent with the Groups

prudential reporting to APRA under the Collection of Data Act but determined before py interest dividends or

distributions paid or Davable by member of the Group on its Tier Capital or Uooer Tier Caoital for the last two six

monthly periods for which the Grouo was reauired to submit semi-annual returns according to reporting standards

made under the Collection of Data Act less the aaareaate amount of interest dividends or other distributions paid or

Payable by member of the Grouo on its Tier Capital or Uoper Tier Capital including any Dividend but not

indudina dividend or distribution paid or Payable to member of the Grouo by another member of the GrouD in the

12 month period to and induding the relevant Dividend Payment Date

Dividend has the meaning given in clause 2.1

Dividend Payment Date has the meaning given in clause 2.5 whether or not Dividend is paid on that date

Dividend Period means in respect of

the first Dividend Period the period from and including the Preference Share Issue Date until but not

including the first Dividend Payment Date following the Preference Share Issue Date and

each subsequent Dividend Period the period from and including the preceding Dividend Payment Date until

but not including the next Dividend Payment Date

Dividend Rate has the meaning given in clause 2.1

Exchange and Exchanaed each have the meaning given in the RES Terms

Exchanae Notice has the meaning given in the RES Terms

Fair Market Yield means in resDect of security on pny day

the yield applicable to security of the relevant class of issuer ratina if applicable and tenor the relevant

security as displayed at or about 1000am Sydney time on Bloombera aae FMC or any successor page
or

if that yield is not available at that time the yield in respect of the relevant security determined by lAG in its

absolute discretion as the arithmetic mean of the yields auoted to it for the relevant security on or about

1000am Sydney time by three leading dealers in the relevant security as selected by lAG

Foreign Preference Shareholder means Preference Shareholder whose address in lAGs reoister is Place

outside Australia

Franking Rate expressed as decimal means the franking percentage within the meaning of Part 3-6 of the Tax

Act or any provisions that revise or replace that Part applicable to the franking account of lAG at the relevant Dividend

Payment Date
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Group means AG and ite controlled entitieceach lAG Entity which is treated by APRA as forming the Level group of

lAG

lAG means Insurance Australia Group Limited ABN 60 090 739 923

lAG Directors means some or all of the directors of lAG acting as board

lAG Entity means lAG and each of its related bodies coroorate

lAGs Credit Ratina means the insurance financial strenath rating of the Groups Core Operating Companies as

published by SP which as of the Amendment Date is AA-

Innovative Tier CaDital has the meaning given by APRA from time to time

Interest Payment has the meaning given in the RES Terms

Interest Payment Date has the meaning given in the RES Terms

Issuer Notice has the meaning given in the RES Terms

Level means Level insurance group as defined by APRA from time to time

Liquidation Sum has the meaning given in clause

Minimum Canital Reauirempnt means that requirement as defined by APRA from time to time or any successor

requirement as designated by APRA

Nominated Purchaser means person appointed according to clause 3.16

Optional Dividend has the meaning given in clause 2.8f

Ordinary Share means fully paid ordinary share in the capital of lAG

Ordinary Shareholder means person whose name is registered as the holder of an Ordinary Share

Potential Acquisition Event means

an event within paragraph of the definition of Acquisition Event occurs without the need that all regulatory

approvals necessary for the acquisition to occur have been obtained or

court orders the holding of meetings to approve scheme of arrangement under Part 5.1 of the

Coioorations Act and the scheme would result in oerson having relevant interest in more than 50% of the

Ordinary Shares that will be on issue after the scheme is implemented

Preference Share has the meaning given in clause 1a

Preference Share Conversion Discount has the meaning given in clause jQb
Preference Share Exchange Date has the meaning given in clause 4d33.7 or 3.22

Preference Share Exchange Notice has the meaning given in clause 3j
Preference Share Exchanae Notice Acquisition has the meaning given in clause 3.5c

Preference Share Exchanae Notice Clean Un has the meaning given in clause 3.5b

Prpfersnce Share Exchanae Notice Requlatory or Tax Event has the meaning given in clause 3.5a

Preference Share Exchanae Notice Reset has the meaning given in clause 3.5d

Preference Share Initial Margin has the meaning given in clause 2.1

Preference Share Issue Date has the meaning given in clause 1c

Preference Share Iccue Prico hac the meaning given in dauce 1b
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Preference Share Margin has the meaning given in clause 2.1

Preference Share Terms means these terms of issue of Preference Shares

Preference Shareholder means person whose name is registered as the holder of Preference Share

Preference Shareholder Conversion Notice has the meaning given in clause 3.2

Preference Shareholder Conversion Notice Acauisition has the meaning given clause 3.2b

Preference Sharehoider Conversion Notice Reset has the meaning given in clause 3.2a

Record Date means for payment of

Dividend the date which is 11 Bucineec Dayeseven calendar days before the Dividend Payment Date for

that Dividend or in the case of the first Dividend Payment Date if the Preference Share Issue Date is less

than 11 Bucinocc Dayeseven calendar daYs before the first Dividend Payment Date the Preference Share

Issue Date and

an Optional Dividend the date prior to the payment of the Optional Dividend that is determined by the lAG

Directors

or such other date as may be required by ASX

Redemption has the meaning given in clause 3.1a and Redeem and Redeemed have corresponding meanings

Regulatory Event means

the receipt by lAG of an opinion from reputable legal counsel that as result of any amendment to

clarification of or change including any announcement of prospective change in any law or regulation

affecting securities laws of Australia or any official administrative pronouncement or action or judicial decision

interpreting or applying such laws or regulations which amendment clarification or change is effective or

pronouncement action or decision is announced on or after the Preference Share lccuoAmendment Date

additional requirements would be imposed on lAG which the lAG Directors determine at their absolute

discretion to be unacceptable or

the determination by the lAG Directors that lAG is not or will not be entitled to treat all Preference Shares-es

Tior Capital

as Innovative Tier Capital except where the reason the Grouo is not or will not be entitled to treat all

Preference Shares as Innovative Tier Capital is because the Group has exceeded limit on

Innovative Tier Capital which was in effect on the Amendment Date or

ii as UDDer Tier Capital to the extent the GrouD is not entitled to treat all Preference Shares as

Innovative Tier Capital because the Grouo has exceeded limit on Innovative Tier Capital which

was in effect on the Amendment Date excePt where the reason the Group is not or will not be entitled

to treat all such Preference Shares as Upper Tier Capital is because the Grouo has exceeded limit

on Upper Tier Capital which was in effect on the Amendment Date

RES means perpetual reset exchangeable securities that are redeemable for cash convertible into Ordinary Shares

and exchangeable into Preference Shares and issued by lAG Finance New Zealand Limited ABN 97 iii 268 243
according to the RES Terms

RES Holder has the meaning given in the RES Terms

RES Holder Conversion Notice has the meaning given in the RES Terms

RES Terms means the terms of issue of RES as amended and restated on the Amendment Date contained in

schedule ito the Trust Deed

Resale has the meaning given in clause 3.1c and Resell and Resold have corresponding meanings

Resale Mechanics means the mechanics for Resale described in clauses 3.16 through to 3.22 inclusive

Resale Price has the meaning given in clause 3.19
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Reset Date means for the first Reset Date 16 December 2019 or if that date is not Business Day the next

succeeding Business Day and each subsequent Reset Date will occur on the first Business Day ten years from the

immediately ereceding Reset Date unless changed according to clause

Reset Notice has the meaning given in dause 4.1

RPSI means the reset preference shares issued by lAG according to the terms of issue set out in appendix of the

prospectus dated May 2002

RPS2 means the reset preference shares issued hv lAG according to .. issue set .. appendix of the

prospectus dated .w May UUi

SP means Standard Poors Australia Ptv Ltd ABN 62 007 324 852

Special Resolution means resolution passed at meeting of Preference Shareholders by majority of at least 75%
of the votes validly cast by Preference Shareholders in person or by proxy and entitled to vote on the resolution

Stop Up means the first Dividend Payment Date en or after the ton year anniversary of the Preference Share

Issue Date

Tax Act means

the Income Tax Assessment Act 1936 Cwlth or the Income Tax Assessment Act 1997 Cwlth as the case

may be and reference to any section of the Income Tax Assessment Act 1936 Cwlth includes reference

to that section as rewritten in the Income Tax Assessment Act 1997 Cwlth and

any other Act selling the rate of income tax payable and any regulation promulgated under it

Tax Event means the receipt by lAG of an opinion from reputable legal counsel or other tax adviser in Australia

experienced in such matters to the effect that as result of

any amendment to darification of or change including any announced prospective change in the laws or

treaties or any regulations of Australia or any political subdivision or taxing authority of Australia affecting

taxation

any judicial decision official administrative pronouncement published or private ruling regulatory procedure

notice or announcement including any notice or announcement of intent to adopt such procedures or

regulations Administrative Action or

any amendment to clarification of or change in an Administrative Action that provides for position that

differs from the current generally accepted position

in each case by any legislative body court governmental authority or regulatory body irrespective of the manner in

which such amendment clarification change or Administrative Action is made known which amendment clarification

change or Administrative Action is effective or such pronouncement or decision is announced on or after the

Preference Share Issue Date there is more than an insubstantial risk that lAG would be exposed to more than de

minimis increase in its costs having regard to any tax deductions available to lAG and the ability of lAG to frank

Dividends in relation to Preference Shares

Tier Capital moanc the core capital of lAG on solo basic if relevant or the Group on consolidated basis in

as defined by APRAha5 the meaning given by APRA from time to time

Tier 42 Capital Ratio meanc the ratio so dcconbedrneaning given by APRA from time to time

Total Capital Adequacy Ratio moans the ratio so described iwri

Trust Deed means the trust deed initially executed by lAG Finance New Zealand Limited ABN 97 111 268 243
lAG lAG Portfolio Limited ABN 38 111 769 843 and Trust Comoanv Fiduciary Services Limited ABN 21 000 000

993 formerly known as Permanent Trustee Company Limited ABN 21 000 000 993 on or around 20 November

2942004 and amended and restated on or around the Amendment Date

poer Tier Capital has the meaning given by APRA from time to time

VWAP means subject to any adjustments under clause -TI1Qe the average of the daily volume weighted average
sale prices rounded to the nearest full cent of Ordinary Shares sold on ASX during the relevant period or on the
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relevant days but does not include any trancactionCrossina transacted outside the ODen Session State or any
Soepal Crossing transacted at anytime each as is defined in the ASX Market Rules as special crossings prior to

the commencement of normal trading crossings during the after hours adjust phase crossings during tho closing

phase ovomight crossings or any overseas trades or trades pursuant to the exercise of options over Ordinary

Shares

VWAP Period means the period of 20 Business Days on which trading in Ordinary Shares took place immediately

preceding the relevant Preference Share Exchange Date
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CORPORATE DIRECTORY

lAG Finance New Zealand Limited

Level 26 388 George Street

Sydney NSW 2000

lAG Finance New Zealand Limited

New Zealand branch

NZI Centre

Level Fanshawe Street

Auckland New Zealand

The Issuer is wholly-owned subsidiary of

Insurance Australia Group Limited

Level 26 388 George Street

Sydney NSW 2000

RES Information Line on 1300 666 635 If calling from

within AustralIa 613 9415 4210 from outside Australia

Monday to Friday 8.3Oam5.3Opm


